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RAILWAY  RATE  THEORIES  OF  THE  INTER- 
STATE COMMERCE  COMMISSION.    I. 

SUMMARY 

An  inductive  study  of  rate  theories,  1.  —  Deciaioiis  of  the  Inter- 
state Commeroe  Commission  as  material  for  such  a  study,  4.  —  I. 
Commission's  preliminary  statement  of  the  fundamental  principle 
of  rate  making,  7.  —  The  determining  factors  in  the  Commission's 
deciaioPB,  10.  —  II.  Vahie  of  commodity  as  a  rate  basis,  11.  —  1. 
Competitive  commodities,  12.  (a)  in  different  stages  of  manufacture, 
13. — (b)  as  possible  substitutes  for  each  other,  25. — 2.  Non-competitive 
ccnnmodities,  28.  —  3.  Maricet  value  the  criterion,  33.  —  4.  Social 
coiMBderations,  35.  —  III.  Cost  of  service  as  a  rate  bans,  40.  —  1. 
Some  special  service  rendered,  42.  —  2.  Comparison  with  other  com- 
modities, 50.  —  3.  Comparison  with  rates  elsewhere,  58.  —  4.  Car 
load  and  less  than  car  load  shipments,  60.  —  Conclusion  with  reference 
to  cost  of  service,  %b. 

The  theory  of  railway  rates  does  not  seem  to  have 
secured  from  American  economists  within  recent 
years  that  degree  of  interest  which  a  couple  of  decades 
ago  was  accorded  to  the  subject.  This  lack  of  theo- 
retical idiscusfflon  is  the  more  surprising  when  one 
considers  that  there  has  been  no  lack  of  public  interest 
in  railway  matters,  as  is  illustrated  by  the  discussions 
which  have  taken  place  both  within  and  without 
legislative  halls.    A  great  mass  of  literature,  scientific 
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as  well  a43  popular,  dealing  with  various  phases  of  the 
transportation  problem  has  been  called  forth  by  this 
public  interest  in  railways,  and  yet  in  all  this  literature 
one  finds  little  trace  of  a  serious  effort  once  more  to 
examine  and  define  the  principles  on  which  the  prices 
of  railway  transportation  are  based. 

The  probable  explanation  for  this  neglect  of  the 
theoretical  aspects  of  the  transportation  problem  is 
to  be  found  in  the  shifting  of  interest  which  has  taken 
place  from  problems  arising  out  of  railway  competition 
to  those  due  to  threatened  monopoly.  A  couple  of 
decades  ago  the  fear  of  railway  monopolies  was  not 
seriously  felt,  or  at  best  was  only  forcasted,  not  con- 
sidered as  a  thing  of  immediate  practical  importance. 
All  dangers  from  that  source,  it  was  believed,  were 
effectually  forestalled  by  the  legislative  prohibition 
of  pooling.  Having  disposed  of  the  subject  in  this 
summary  fashion  the  public  turned  its  attention  to 
that  which  was  felt  to  be  the  more  urgent  problem, 
—  how  to  prevent  discriminations  between  competing 
shippers. 

Railway  managers,  finding  their  efforts  to  maintain 
high  rates  at  non-competitive  points  hampered,  if  not 
blocked,  and  compelled  at  the  same  time  to  continue 
their  struggles  with  rival  roads  at  competitive  points, 
began  to  seek  a  relief  from  this  situation  by  bringing 
about  a  consolidation  of  the  competing  roads.  The 
public  has  accordingly  been  confronted  with  the 
danger  of  an  actual  railway  monopoly.  The  question 
as  to  whether  a  given  rate  is  equitable  as  compared 
with  rates  charged  on  other  commodities  or  with 
rates  charged  to  competing  shippers  has  given  way 
in  large  measure  to  the  question  as  to  whether  or  not 
an  entire  schedule  of  rates  is  too  high.  Such  theo- 
retical discussion  of  railway  rates  as  we  have  had 
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within  recent  years  has  therefore  centered  around 
the  question  as  to  whether  rates  can  be  so  adjusted 
as  to  yield  only  a  fair  return  on  the  value  of  railway 
property  and  as  to  the  best  methods  of  determining 
that  value. 

Important  as  this  problem  doubtless  is,  no  one 
would  think  for  a  moment  that  its  solution  would 
solve  all  the  difficulties  of  rate  making,  or  that  it  would 
furnish  all  the  principles  from  which  a  satisfactory 
theory  of  railway  rates  could  be  deduced.  The  im- 
portance of  a  complete  theory  of  railway  rates,  in 
harmony  with  correct  economic  principles,  will  never 
diminish  as  long  as  transportation  costs  continue  to 
form  a  considerable  part  in  the  total  costs  of  pro- 
ducing commodities,  and  as  long  as  competing  shippers 
and  competing  localities  continue  to  produce  the  same 
commodities  for  sale  in  a  common  market. 

The  need  of  ascertaining  the  economic  principles 
which  should  govern  the  actions  of  those  entrusted 
with  the  power  of  rate  making  has  even  been  em- 
phasised by  recent  changes  in  railway  laws  and  pro- 
posals for  further  legislation.  A  number  of  the  Ameri- 
can states  have  created  railway  commissions  or  have 
strengthened  the  powers  of  existing  ones,  and  have 
placed  in  their  hands  the  power  and  responsibility 
for  fixing,  in  large  measure  at  least,  the  actual  rates 
for  transportation.  The  Hepburn  Act  of  June  29, 
1906,  increased  the  power  over  rates  possessed  by  the 
Interstate  Commerce  Commission  and  a  further  in- 
crease in  its  powers  has  now  been  made.  The  fact 
that  the  final  determination  of  rates  does  not  rest 
with  the  Commission  but  is  left  to  a  special  Court  of 
Commerce  is  probably  of  little  consequence  in  so  far 
as  the  final  results  are  concerned.  Experience  else- 
where shows,  as  in  the  case  of  the  English  Railway 
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Commission,  and  in  the  case  of  the  courts  of  arbitra- 
tion and  minimum-wage  boards  of  the  Australasian 
colonies,  that  wherever  special  tribunals  are  created 
having  authority  to  determine  prices  and  wages,  these 
tribunals,  provided  only  that  they  are  not  subject  to 
frequent  changes  in  membership,  tend  to  evolve  from 
their  own  experiences  a  set  of  principles  in  harmony 
with  existing  economic  relations  and  tendencies. 

This  fact  suggests  the  possibility  of  evolving  a 
theory  of  railway  rates  from  a  study  of  the  decisions 
of  such  railway  commissions  as  have  already  been  in 
existence.  Such  a  study  would  be  inductive  in  its 
methods,  in  contrast  to  the  deductive  methods  which 
have  usually  been  followed  by  those  who  have  written 
on  this  subject.  Starting  with  some  general  principle 
of  valuation,  such  as  the  marginal  utility  of  the  service 
to  the  shipper,  the  principle  of  joint  cost,  or  the  tax 
principle  of  ability  to  pay,  —  various  writers  have 
endeavored  to  show  that  this  given  principle  was 
fundamental  in  the  explanation  of  the  theory  of  rail- 
way charges.  Without  raising  here  the  question  as  to 
the  validity  of  the  deductive  method  when  applied 
to  the  problem  of  railway  rates,  or  without  attempting 
to  discuss  any  of  the  principles  mentioned  above,  it 
may  be  stated  without  hesitation  that  such  an  induc- 
tive study  as  is  here  proposed  should  go  far  towards 
confirming  or  denying  the  conclusions  derived  by  the 
deductive  method  of  handling  the  problem. 

The  decisions  of  the  Interstate  Commerce  Com- 
mission handed  down  during  the  years  1887  to  1906 
appear  to  offer  the  best  opportunity  for  such  an  in- 
ductive study  applicable  to  American  conditions. 
During  those  years  the  Commission  was  required  to 
report  not  only  its  conclusions  in  each  case  heard  by 
it  but  also  ''  the  findings  of  fact "  upon  which  the 
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conclusions  were  based.  Since  the  passage  of  the 
Hepburn  Act  the  Commission  has  not  been  required 
to  report  "  the  findings  of  fact,"  except  in  cases  where 
damages  are  awarded.  Tho  this  is  doubtless  sufficient 
for  practical  purposes,  the  absence  from  the  reports 
of  the  Commission's  '^  findings  of  fact "  makes  the 
later  decisions  of  less  value  to  the  student  who  seeks 
to  follow  the  path  of  reasoning  by  which  the  Com- 
missioners were  led  to  their  final  decision. 

In  view  of  the  circmnstance  that  in  a  number  of 
important  cases  the  decisions  of  the  Conmoission  were 
over-ruled  by  the  courts,  when  the  question  considered 
was  not, ''  is  this  in  accordance  with  social  and  economic 
considerations  ? ''  but  rather,  ''  Is  the  decision  in 
accordance  with  the  law  and  the  Constitution  ? '' 
one  may  be  inclined  to  question  whether,  after  all, 
the  decisions  of  the  Conmiission  do  reflect  economic 
tendencies  and  principles  and  thus  afford  valuable 
material  for  a  study  of  rate  theories.  It  may  be 
admitted  at  the  outset  that  since  the  Commission 
was  in  duty  bound  to  follow  the  decisions  of  the  courts 
in  subsequent  cases  of  the  same  sort,  the  later  cases 
do  not  afford  as  good  an  opportunity  as  do  the  earlier 
ones  for  obtaining  the  Commission's  unprejudiced 
views  as  to  the  principles  involved.  These  cases  are, 
however,  in  a  minority  and  even  in  these  cases  the 
Commission  usually  makes  it  clear  that  in  reaching 
its  conclusions  it  is  merely  following  the  orders  of 
the  court,  and  is  not  presenting  its  own  views  on 
the  subject.  In  its  reported  "  findings  of  fact,"  the 
student  will  usually  have  no  difficulty  in  discovering 
the  answer  which  the  Commission  would  have  given 
in  the  particular  case,  had  it  been  free  to  follow  its 
own  reasoning  to  a  logical  conclusion  instead  of  apply- 
ing the  precedents  established  by  the  courts. 
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In  seeking  to  discover  from  a  study  of  the  decisions 
of  the  Interstate  Commerce  Commission  what  are 
the  underlying  principles  in  a  complete  theory  of 
railway  rates,  it  is  not  intended  to  imply  that  the 
Commissioners  are  infallible  or  that  their  conclusions 
always  reflect  sound  economic  doctrines.  On  the 
contrary  the  decisions  are  often  open  to  criticism. 
A  division  of  opinion  within  the  Commission  itself 
is  not  infrequent,  and  the  strong  pressiu*e  of  conflicting 
interests  occasionally  leads  to  compromises  intended 
to  satisfy  in  a  measure  all  parties  concerned.  Yet 
owing  to  the  fact  that  in  the  course  of  two  decades 
numerous  cases  involving  the  same  principles  have 
come  before  the  Commission  for  adjudication,  and 
that  conclusions  reached  on  the  basis  of  unsound 
reasoning  have  failed  to  give  satisfaction  and  have 
had  to  be  corrected,  it  is  believed  that  a  study  of  the 
cases  will  throw  much  light  on  economic  tendencies 
at  work  to  establish  the  truth  of  fundamental  prin- 
ciples.^ Certainly  experience  is  the  only  safe  method 
for  testing  oiu*  theoretical  conclusions,  and  Mill's 
dictum  that  ''  practice  long  precedes  science ''  should 
hold  true  in  this  field  of  inquiry,  as  in  other  depart- 
ments of  human  affairs. 

The  members  of  the  Interstate  Conmierce  Conunis- 
sion  seem  generally  to  have  been  appointed  without 
much  reference  to  political  considerations  and  they 
have  usually  been  men  of  such  intellectual  calibre 


>  "  The  fMts  preaentod  In  this  long  seitot  of  omm  are  keleldoecoplo.  A  single  faoi 
may  appear  a  hundred  tbnes  but  It  always  oomes  again  In  different  oompany.  Never, 
perhaps,  does  exactly  the  same  group  of  facta  reappear  In  exactly  the  same  combina- 
tion or  relationship.  Hence  each  group  of  facts  embraced  In  a  case  and  each  deoWon 
based  upon  the  same  has  an  Individuality  of  Its  own.  Generally  speaking,  no  two 
eases  are  alike  In  every  respect,  and  no  rule  of  thumb  can  be  devised  by  which  a  de- 
cision can  be  rendered.  Yet,  tho  each  decision  has  Its  pectiUar  characteristics,  an 
analysis  and  comparison  of  many  cases  and  decisions  reveals  certain  common  dements 
or  underlsrlng  principles  and  views.*'  —  B.  H.  Meyer,  Railway  Legislation  In  the 
United  Stetes,  p.  196. 
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as  to  command  the  confidence  of  the  public.  While 
the  fact  that  for  the  most  part  they  have  been  lawyers 
has  undoubtedly  tended  to  give  a  legal  bias  to  their 
conclusions,  membership  on  the  Commission  has 
usually  lasted  long  enough  to  give  the  Commissioners 
familiarity  with  the  practical  side  of  railway  affairs 
and  with  the  economic  considerations  involved. 
Probably  most  students  of  American  railway  problems 
would  accept  Professor  6.  H.  Meyer's  statement  ^ 
that  the  decisions  of  the  Interstate  Conmierce  Com- 
mission offer  to  the  public  '*  the  most  varied,  the 
most  widely  distributed,  the  most  concrete  and  the 
best  authenticated  collection  of  facts  relating  to 
railways  in  the  United  States  that  is  available  at  the 
present  time."  From  the  conclusions  of  the  Com- 
missioners who  have  been  obliged  to  study  this  mass 
of  facts  and  pass  judgment  on  the  questions  at  issue, 
it  should  be  possible  to  obtain  some  insight  into  the 
problem  of  determining  the  general  principles  of  rate 
making.' 

I.  Commission's  Preliminary  Discussion 
OF  Rate  THSomss 

The  original  members  of  the  Interstate  Commerce 
Commission  did  not  approach  the  work  of  rate  adju- 
dication without  a  preconceived  opinion  as  to  the 
principles  on  which  railway  rates  should  be  based. 
In  their   First  Annual  Report,   under  the  heading 

>  Raihra^^  LagtaUttoa  fn  the  United  SUtes,  p.  196. 

*  It  nay  not  be  oat  of  plaee  for  the  writer  to  eiplaln  the  methode  by  wliieh  he  hee 
■oai^t  to  reeeh  the  oonefaieloiie  to  be  eet  forth.  From  e  etudy  of  the  ebetreete  of  the 
Conunlarion**  deeldoni  given  In  the  annual  reports  he  hae  lelected  thoee  eaeee  which 
■winietl  meet  Ukdy  to  offer  a  diecwion  of  the  prlnelplee  InTcdved  In  rate  making. 
185  eaeee  were  leleeted  and  the  full  reporte  of  theee  eaeee  were  then  etodled  In  detail 
aad  thoioly  aaalyaed  with  the  ywpoee  of  aeoertalning  what  la  eaeh  oaee  wee  the 
leading  prlnelple  Involved.    The  eaeee  were  then  elaarified  aeeording  to  theee  leading 
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''  Classification,"  the  Commissioners  discuss  the  theory 
of  railway  charges.  Cost  of  service  as  a  basis  of  rate 
making  they  reject,  not  alone  because  of  the  difficul- 
ties involved  in  determining  the  cost  for  each  com- 
modity separately,  but  because  they  believe  that 
such  a  method  of  apportionment  ''  would  restrict 
within  very  narrow  limits  the  commerce  in  articles 
whose  bulk  or  weight  was  large  as  compared  with  their 
value." 

Value  of  sermcey  on  the  other  hand,  they  accept  as 
the  true  principle  of  rate  making. 

Such  method  of  apportionment  would  be  best  for  the  country 
because  it  would  enlarge  conmierce  and  extend  conununication; 
it  would  be  best  for  the  railroads,  because  it  would  build  up  a  large 
business,  and  it  would  not  be  unjust  to  property  owners,  who 
would  thus  be  made  to  pay  in  some  proportion  to  benefits  received.^ 

Just  how  the  value  of  the  service  is  itself  to  be 
measiu*ed  or  even  estimated  the  Commissioners  do 
not  undertake  to  say.  In  some  of  the  early  decisions 
rendered  by  the  Commission,  where  the  statement 
is  repeated  that  value  and  not  cost  of  service  con- 
stitutes the  true  principle  for  determining  the  reason- 
ableness of  a  given  rate,  we  do  find  something  approach- 
ing to  a  discussion  of  this  subject.  Thus,  in  one  of 
the  Standard  Oil  cases,  we  are  told  that  "  the  effect 
of  transportation  upon  market  value  is  taken  into 
accoimt  by  carriers  in  making  rates,"  *  and  this  the 
Commissioners  imply  is  the  way  to  measure  the  value 
of  the  service  to  the  owner  of  the  property  carried. 

1  Fint  AnnuAl  Report  of  the  Interstate  Commeroe  GommlMton,  pp.  90-82. 

*  Rloe  V.  LouiBviUe  ft  NeahvlUe  R.  R.  Co.»  1  I.  C.  C.  R^.  608;  1 1.  C.  R.  722. 
(There  are  two  editlone  of  the  bound  volumes  of  the  Interstate  Commeroe  Com- 
mission's decisions.  One  edition  contains  only  the  decisions  and  Is  always  referred  to 
M  I.  C.  C.  Rep.  The  other  edition  contains  Reports  and  Decisions  and  Is  referred  to 
as  I.  C.  R.  The  set  to  which  I  have  had  access  contains  some  volumes  from  both 
editions.) 
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Again  in  the  case  of  the  Imperial  Coal  Co.  v.  (he 
PUUburg  A  L.  E.  R.  R.  Co.^  the  Commissioners 
declare  that  ''  the  value  of  the  service  to  the  shipper, 
in  a  general  sense,  is  the  ability  to  reach  a  market 
and  to  make  his  commodity  a  subject  of  commerce/' 
and  a  little  further  on  they  say,  '^  In  a  more  definite 
and  accurate  sense  it  consists  in  reaching  a  market 
at  a  profit,  being  in  effect  what  the  traffic  will  bear 
to  be  remimerative  to  the  producer  or  dealer." 

These  statements  all  seem  to  imply  that  the  value 
of  the  service  is  measured  by  the  difference  in  the 
market  value  of  the  commodity  at  the  point  of  ship- 
ment and  at  the  place  of  unloading.  Both  theory 
and  experience,  however,  teach  us  that  this  difference 
is  itself  determined,  in  the  long  run,  by  the  railway 
rate.  Thus,  in  the  report  made  by  the  Commission 
as  a  result  of  its  investigations  of  Alleged  Excessive 
Freight  Rates  and  Charges  on  Food  Prodticts,^  we  are 
told:  — 

The  price  of  farm  products  at  railway  stations  is  usually  the  market 
price  in  Chicago,  St.  Louis,  New  York,  or  other  markets  to  which 
shipments  from  such  stations  are  usuaUy  made,  less  transportation 
charges  and  commissions. 

The  statement  that  railway  rates  are  fixed  in  accord- 
ance with  the  value  of  the  service  is  thus  seen  to  be 
little  more  than  a  truism.  In  the  oil  and  the  coal 
eases  just  referred  to,  as  well  as  elsewhere  in  the 
Commission's  decisions,  the  value  of  the  service  is 
considered  to  have  the  same  meaning  as  the  railway 
man's  expression  ''  what  the  traffic  will  bear,"  and 
it  is  not  difficult  to  see  that  what  the  traffic  will  bear, 
or  what  the  service  is  worth  depends  upon  whether 
one  views  this  from  the  standpoint  of  the  carrier,  the 
shipper,  the  producer,  or  the  consumer. 

>  3  I.  C.  C.  Rep.  SIS;  2  I.  C.  R.  436.  *  4  I.  C.  C.  Rep.  116;  8  L  C.  R.  94. 
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The  term  "  value  of  service  "  may  have  some  impor- 
tance as  an  expression  of  an  ideal  relationship  which 
should  exist  between  railway  rates,  but  it  will  not,  in 
many  instances  at  least,  serve  as  a  definite  standard  by 
which  railway  rates  may  be  measured  and  compared. 

More  assistance  in  the  way  of  solving  our  problem 
will  be  gained  by  an  analysis  of  the  Commission's 
decisions.  In  this  way  we  shall  be  able  to  discover 
what  concrete  standards  the  Commissioners  have 
themselves  set  up  for  measuring  the  reasonableness 
of  a  given  rate  when  they  have  been  brought  face  to 
face  with  the  problems  of  rate  making.  For  it  may 
be  stated  at  the  outset  that  no  single  principle  has 
been  used  by  the  Conmiission  for  solving  all  the  prob- 
lems of  rate  making;  or,  at  any  rate,  if  the  Commis- 
sioners insist  on  their  statement  that  value  of  service 
is  the  underlying  principle  in  all  cases,  this  expression 
is  used  in  such  a  broad  sense  that  it  is  made  to  include 
a  variety  of  considerations  any  one  of  which  may  at 
times  be  made  the  leading  factor  in  the  Commission's 
decisions.  Opinions  may  differ  somewhat  as  to  the 
best  way  of  stating  the  factors  involved.  By  the 
present  writer  they  have  been  classified  as  follows:  (1) 
the  relative  values  of  the  conmiodities  transported; 

(2)  the  relative  costs  of  transporting  the  conunodities; 

(3)  the  relative  distances  the  articles  are  carried;  (4) 
the  relative  natiu*al  advantages  of  location  possessed 

fby  various  places;  (6)  the  special  and  peculiar  in- 
terests of  a  given  section  or  of  a  given  class  of  pro- 
ducers; (6)  the  importance  of  maintaining  competi- 
tion: (7)  the  extent  to  which  a  given  rate  tends  to 
yield  a  fair  return  on  the  actual  capital  investment. 

By  one  or  another  of  these  standards  it  is  believed 
that  in  all  the  cases  coming  before  the  Commission  its 
members  have  (often  times  unconsciously)  sought  to 
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measure  the  reasonableness  of  a  given  rate.  It  is 
true  that  in  many  cases  several  of  these  standards 
are  employed,  but  a  careful  study  of  the  case  will 
usually  show  that  some  one  of  the  above  considerations 
has  been  made  especially  prominent  in  reaching  a 
conclusion;  or,  if  the  case  is  a  very  complicated  one, 
that  one  standard  has  been  applied  for  testing  the 
reasonableness  of  the  rates  in  one  part  of  the  case  and 
another  standard  has  been  used  elsewhere.  This  is 
practically  equivalent  to  treating  the  matter  as  two 
or  more  cases,  and  it  will  be  so  treated  in  the  following 
pages.  In  those  instances  where  one  standard  of 
comparison  has  been  made  the  primary  test  of  the 
equitableness  of  a  given  rate  but  there  are  other 
considerations  of  secondary  importance,  the  case  has, 
of  course,  been  treated  under  the  primaiy  heading. 

In  the  following  pages  we  tdhall  consider  separately 
each  of  tiie  above-mentioned  standards  of  comparison 
and  shall  endeavor  to  show  the  extent  to  which  the 
Interstate  Conmierce  Commission  has  made  use  of  it 
as  a  basis  for  determining  the  reasonableness  of  rates. 
After  this  review  it  will  be  our  task  to  endeavor  to 
harmonize  these  diverse  and  sometimes  apparently 
conflicting  principles,  and  to  see  if  their  relations  to 
each  other  cannot  be  so  adjusted  as  to  make  it  possible 
to  evolve  a  complete  theory  of  rate  making. 

II.    Value  op  Commodity 

In  the  discussion  of  rate  theories  which  is  foimd  in 
the  First  Annual  Report  ^  and  to  which  reference  has 
already  been  made,  the  Commissioners  declare  that 
"  the  value  of  the  article  carried  [is]  the  most  import- 
ant element  in  determining  what  shall  be  paid  upon 

>  Pp.  30-82. 
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it."  Practically  the  same  position  is  taken  in  the 
,  Second  Annual  Report,^  where  it  is  said  that  the  ap- 
portionment of  rates  according  to  the  value  of  the 
service  "  would  seldom  be  burdensome  to  articles  of 
high  value,  but  it  would  relieve  cheaper  articles  from 
burdens  which,  if  apportioned  strictly  to  the  cost  to 
the  carriers  of  their  transportation  would  render 
carriage  for  considerable  distances  out  of  the  question/' 
The  Conmiissioners  are  careful  to  state  that  the 
value  of  the  commodity  is  not  the  only  consideration 
which  enters  into  value  of  service.  The  emphasis 
which  they  place  upon  it,  however,  as  being  *'  the 
most  important  element ''  in  determining  the  value 
of  the  service  makes  it  desirable  that  we  should  first 
take  up  for  consideration  those  cases  in  which  value 
of  conmiodity  is  made  the  standard  for  measuring  the 
equity  of  a  given  rate. 

1.  CompetUive  Commodities 

The  first  group  of  cases  of  this  sort  consists  of  those 
in  which  the  Commission  has  had  to  deal  with  the 
rates  on  conmiodities  closely  related  in  character  and 
frequently  competitive  with  each  other  in  the  open 
market.  This  group  may  further  be  divided  into 
two  sub-groups.  The  first  sub-group  includes  articles 
offered  for  transportation  in  different  stages  of  manu- 
facture. In  such  cases  the  relative  rates  charged 
will  often  determine  the  place  where  the  later  stages 
of  manufacture  shall  be  carried  on.  In  the  second 
sub-group,  the  articles  do  not  represent  the  same 
commodity  but  are  nevertheless  substitutes  for  each 
other  and  the  transportation  rates  might  easily  de- 
termine which  commodity  should  be  used. 

p.  36. 


RAILWAY  RATE  THEORIES  13 

(a)  In  the  first  sub-group  the  case  ^  which  first 
demands  consideration  has  to  do  with  the  rates  to  be 
charged  on  ''  hub-blocks  "  for  use  in  the  manufacture 
of  wheeled  vehicles  "  but  upon  which  only  so  much 
labor  has  been  expended  as  is  needful  to  put  them 
into  condition  for  seasoning."  The  carrier,  made 
defendant  in  this  proceeding,  had  been  classifying 
these  blocks  in  the  fifth  class  with  unfinished  wagon 
materials.  The  Commissioners  ordered  a  reduction 
to  sixth  class  and  required  that  the  same  rates  be 
applied  as  were  given  to  lumber.  A  difference  in  the 
values  of  the  commodities  is  given  as  a  reason  for  their 
decision.  A  car  load  of  hub-blocks  was  worth  only 
$280,  while  a  car  load  of  the  hubs,  turned  but  not  yet 
mortised,  would  be  worth  about  $5000.  A  case^  of 
the  same  general  character  was  that  which  had  to  do 
with  the  relative  rates  on  partially  manufactured 
furniture  and  on  the  finished  conmiodities.  Com- 
plaint was  made  that  the  carriers  were  charging  the 
same  rate  (30  cents  per  100  pounds)  on  chair  materials 
shipped  from  Detroit  to  Omaha  as  they  were  charging 
for  the  finished  chairs.  In  the  case  of  the  materials, 
the  value  at  Detroit  was  only  $7  per  dozen  chairs, 
while  the  value  of  the  finished  chairs  was  $28  per 
dozen  at  Detroit,  and  $30  at  Omaha. 

The  counsel  for  the  roads  raised  two  points  of 
interest  in  connection  with  the  claim  of  the  defendant 
that  owing  to  the  lower  value  of  the  chair  materials 
lower  rates  should  be  given  than  on  the  finished  chairs. 
(1)  Owing  to  the  fact  that  a  car  load  of  chair  materials 
weighed  from  25,000  to  30,000  pounds  while  a  car 
load  of  finished  chairs  weighed  only  7,000  pounds,  it 

>  F.  L.  Hurlburt  v.  L.  8.  A  M.  8.  R'y  Ck>.;  2  I.  C.  C.  Rep.  122;  2  L  C.  R.  81. 

*  Mmplir,  Waaey  A  Co.  v.  Wabash  R.  R.  Co.  «t  aL,  6 1.  C.  C.  Rep.  122;  3  I.  C.  R. 
725. 
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was  said  that  the  value  of  a  car  load  of  materials  was 
about  the  same  as  that  of  a  car  load  of  the  finished 
articles,  and  this  he  argued  warranted  charging  the 
same  rate  per  100  pounds  on  the  two  shipments.  (2) 
It  was  said  that  the  proper  basis  for  making  rates  was 
the  ^*  increased  value  of  such  car  loads  after  their 
arrival  at  Omaha."  ^ 

The  Commission  held:  (1)*  "that  the  proper 
basis  would  seem  to  be  their  value  at  Detroit  when 
shipped";  (2)  that  while  the  carriers  were  justified 
in  making  such  charges  as  would  yield  ''  a  gi^ter 
compensation  in  the  aggregate  for  hauling  a  large 
than  a  small  car  load,  as  a  general  rule  the  rate  per 
100  poimds  should  be  less  in  the  former  than  in  the 
latter  case."  The  CommissioUi  therefore,  left  the 
rates  on  the  finished  commodities  at  30  cents  per  100 
pounds  and  fixed  the  rate  on  wooden  materials  at  not 
more  than  20  cents  per  100  pounds. 

Precisely  the  same  situation  was  revealed  in  another 
case '  in  which  the  Conmiission  expressed  the  opinion 
that  imfinished  bed-room  sets  should  be  given  a  rate 
of  85  per  cent  of  that  granted  to  the  finished  articles, 
because  of  "  the  difference  in  value  of  the  unfinished 
and  finished  furniture  .  .  .  and  the  greater  tonnage 
per  car  load  which  can  be  hauled  of  the  former."  In 
both  of  these  cases  it  will  be  noted  that  cost  of  service 
as  well  as  value  of  commodity  is  cited  as  a  reason  for 
the  difference  in  the  rates. 

The  same  principles  applied  in  the  above  cases  also 
find  expression  in  several  other  cases  where  the  ques- 

*  This  Beemi  to  be  ft  logical  ftpplloatton  of  the  CommlBslon'B  theory  that  Tahie  of  . 
■ervlce   ie  measured  by  the   **  effect  of   traasportatloii   on   maricet  value.'* 

*  For  the  purpose  of  clearly  distlngiitshing  the  various  points  In  the  Commission- 
ers' arguments  I  have  numbered  them  in  this  case  as  in  many  succeeding  cases. 

*  Potter  Mfg.  Co.  V.  Chi.  ft  Grand  Trunk  R'y  Co.  et  al..  6  I.  C.  C.  Rep.  614;  4 
I.  C.  R.  223. 
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tion  is  raised  as  to  what  shall  be  the  relation  of  rates 
on  raw  or  semi-finished  materials  as  compared  to 
those  on  the  finished  conmiodities.  Thus  the  Com- 
mission refused  ^  to  give  its  approval  to  the  practice 
of  certain  carriers  in  classifying  hatters'  furs  and  fur 
scraps  and  cuttings  as  double  first-class  with  corre- 
spondingly high  rates,  while  at  the  same  time  hats, 
the  finished  product,  were  placed  in  the  first  class  of 
the  OfiScial  classification.  Here  again  other  considera^ 
tions,  such  as  competition  and  cost  of  service,  enter 
into  the  decision;  but  value  of  commodity  is  ap- 
parently the  consideration  chiefly  held  in  mind.  The 
Commissioners  say :  — 

We  should  be  inclined  to  say  that  fur  scrap  and  cuttings  must  be 
rated  higher  than  second  class  were  it  not  for  the  claim  of  the 
defendants  that  this  would  lead  to  fraud  in  the  billing  of  fur  and 
fur  scraps.  .  .  .  Hatters'  fur,  the  raw  material,  does  compete  in 
a  way  with  hats,  the  finished  product,  and  we  do  not  think  that, 
under  the  circumstances  of  this  case,  the  rate  upon  the  raw  material 
ought  to  be  greater  than  upon  the  finished  product. 

On  the  same  grounds  the  Commission  refused  *  to 
allow  leather  scraps  to  be  classed  with  sole  leather 
and  to  be  given  the  same  rates,  when  the  complainant 
in  the  case  had  proved  that  the  value  of  the  leather 
scraps  was  only  from  2  to  5  cents  per  pound  while 
sole  leather  was  valued  at  from  25  to  45  cents  per 
poimd.  Even  in  this  case  the  Commission  adds  a 
cost  of  service  argument  to  its  decision  in  stating  that 
''  liability  to  damage  in  case  of  scrap  is  practically 
nothing.'' 

The  Commission  also  decided  *  that,  altho  carriers 
were  not  obliged  to  adopt  such  a  classification  as 

I  Myer  ▼.  G.  C.  C.  ft  St.  L.  R'y  Co.  et  aL,  0  I.  C.  C.  Rep.  78. 

«  NcwiDAii  ▼.  N.  Y.  C.  ft  H.  R.  Co.  «t  «L,  11  I.  C.  C.  R^.  517. 

>  Nattoaal  Machinery  ft  Wreeklng  Company  ▼.  P.  C.  ft  St.  L.  R'y  Co.  et  aL,  11 1. 
C.  C.  Rep.  681. 
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would  provide  one  rate  on  new  dynamos  and  another 
on  second-hand  ones,  in  case  the  second-hand  dynamo 
was  bought  for  the  purpose  of  being  converted  into 
junk  and  had  actually  no  other  value,  carriers  were 
bound  to  apply  rates  offered  on  scrap  iron.  "  Its 
value  is  no  greater  than  the  selling  price  by  the  pound 
of  the  metal  which  it  contains,  not  indeed  as  great 
since  a  certain  amoimt  of  labor  must  be  expended 
before  even  that  price  can  be  obtained."  Here  again 
the  logic  of  the  value  of  conunodity  argument  is  some- 
what disturbed  by  the  statement  that  a  dynamo,  as 
such,  can  properly  be  charged  a  high  rate  because  it 
requires  great  care  in  handling. 

What  appears  at  first  as  a  perversion  of  the  under- 
lying principle  of  the  above  cases,  viz.  that  raw  mate- 
rials should  take  a  lower  rate  than  the  commodities 
made  therefrom,  is  illustrated  in  a  decision  ^  of  the 
Commission  that  window  shades  could  not  lawfully 
be  charged  a  higher  rate  than  the  material  from  which 
they  were  made.  The  decision  was,  however,  true 
to  the  value  of  conmiodity  principle,  for  the  evidence 
clearly  showed  that  the  material  (window  hollands) 
was  poimd  for  pound  more  valuable  than  the  finished 
commodity.  ''  The  items  of  similar  bulk  and  weight, 
less  value  and  risk  of  carriage,  and  important  volume 
of  traffic,  are  all  in  the  direction  of  giving  window 
shades  a  classification  as  low  as  that  which  is  provided 
for  window  hollands."  The  carriers  had  been  classi- 
fying manufactured  window  shades  in  class  one  and 
window  hollands  in  class  three  of  the  Official  Classi- 
fication. The  Commission  ordered  them  both  into 
class  three.  The  U.  S.  Circuit  Court  refused  to 
enforce  this  order  of  the  Commission  on  the  ground 
that  it  ''  applied  to  shades  having  very  high  value  as 

i  Page  et  al.  v.  D.  L.  A  W.  R.  R.,  6  I.  C.  C.  Rep.  148;  40  I.  C.  R.  525. 
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well  as  to  the  cheaper  varieties."  Accordingly  the 
Commission  on  a  re-hearing  of  the  case  ^  issued  a  new 
order  which  permitted  the  carriers  "  to  restrict  their 
transportation  of  window  shades  at  third-class  rates 
to  those  limited  to  a  specified  maximum  valuation 
at  the  time  of  shipment."  The  effect  of  the  court's 
ruling  was,  therefore,  to  strengthen  rather  than  to 
weaken  the  value  of  commodity  principle. 

A  case  *  similar  to  the  above  was  that  in  which  the 
Commission  decided  that  a  rate  on  box  shooks  higher 
than  that  on  lumber  was  not  justifiable,  since  investi- 
gation showed  that  a  car  load  of  lumber  weighed 
about  36,000  pounds  and  was  worth  from  $350  to  $800, 
while  a  car  load  of  box  shooks  weighed  about  30,000 
pounds  and  was  worth  only  $220. 

Several  cases  coming  before  the  Commission  have 
had  to  do  with  the  relative  rates  on  the  principal 
cereals  and  their  products.  In  most  of  these  cases 
the  Commission  has  based  its  decisions  mainly  on  a 
consideration  of  the  competitive  conditions  surroimding 
the  shipping  and  marketing  of  grain  and  its  products, 
but  to  a  slight  extent  it  has  made  the  difference  in 
value  between  the  grain  and  its  products  a  reason  for 
allowing  higher  rates  on  the  latter.  The  Commis- 
sion's whole  attitude  on  the  question  is  well  expressed 
in  its  treatment  of  the  matter  of  a  differential  between 
com  and  com  meal  shipped  from  Missouri  river  points 
to  Louisiana.'    Its  statement  is  as  follows :  — 

The  CommisBion  has,  as  a  rule,  approved  a  reasonable  difference 
between  any  raw  material  and  the  manufactured  article,  but  when 
the  amount  of  l&bor,  and  increased  value,  and  extra  risk,  were  so 
comparatively  insignificant  as  upon  grain  whole  and  grain  ground, 

1  6  L  C.  C.  Rep.  548. 

t  Minhlgmi  Box  Co.  ▼.  F.  A  P.  M.  R.  R.  Co.  el  al.,  6  I.  C.  C.  Rep.  335. 

>  11  L  C.  C.  Rep.  227. 
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it  has  not  found  that  any  very  great  extra  freight  charge  was  wai^ 
ranted  by  the  needs  of  the  carrier,  as  a  protection  to  any  industry 
or  just  to  the  consumer,  and  wherever  the  carrier  has  seen  fit  to 
waive  its  privilege  of  a  slightly  advanced  rate  for  the  carriage  of 
its  product,  and  the  rate  on  the  raw  material  was  reasonably  low, 
the  Conmiission  has  not  interfered  with  that  discretion. 

A  differential  of  3  cents  per  100  pounds  above  the 
freight  charges  on  com  was  allowed  in  the  transporta- 
tion of  com  meal  from  the  Missouri  river  to  points 
in  Texas,^  and  a  differential  of  5  cents  was  allowed 
to  the  Pacific  coast.^  In  these  cases,  as  in  most  of 
the  others  which  we  have  considered,  the  carriers' 
cost  of  service  arguments  based  on  the  greater  risk 
involved  and  the  greater  expense  of  handling  the 
manufactured  product  were  given  some  degree  of 
recognition  by  the  Conunission,  tho  less  emphasis 
was  placed  upon  these  considerations  than  upon  the 
difference  in  the  values  of  the  commodities. 

Milk  and  cream  may  for  all  practical  purposes  be 
regarded  as  the  same  article  in  different  stages  of 
manufacture  and  the  Commission  has  recognized  the 
difference  in  their  values  as  a  sufficient  justification 
for  charging  45  cents  per  can  for  transporting  cream 
while  only  35  cents  were  charged  for  carrying  milk.' 
At  the  same  time  the  reasoning  employed  by  the 
Commissioners  in  reality  resolves  itself  into  a  cost  of 
service  argument. 

The  element  of  value  in  the  commodity  transported  forms  a  proper 
consideration  to  be  taken  into  account  in  the  establishment  of  a 
rate.  The  liability  of  the  carriers  as  an  insurer  of  freight  against 
all  loss  except  such  as  is  occasioned  by  the  act  of  God  or  of  the 
public  enemy,  is  elementary,  and  the  greater  the  value  the  greater 
the  risk. 

>  11 1.  C.  C.  Rep.  220.  *  11  I.  C.  C.  Rep.  212. 

>  N.  W.  Howell  et  al.  v.  N.  Y.,  L.  £.  A  W.  R.  R.  Co.  et  al..  2  I.  C.  C  Rep.  272; 
2  I.  C.  R.  102. 


RAILWAY  RATE  THEORIES  19 

Two  cases  which  bring  out  very  clearly  the  in- 
fluence which  value  of  commodity  should  have,  in 
the  opinion  of  the  Commissioners,  in  determinmg  the 
reasonableness  of  railway  charges  have  to  do  with 
the  relative  rates  on  live  stock  and  packing-house 
products.  At  the  same  time  these  cases  illustrate 
the  limits  fixed  by  competition  to  the  application  of 
this  principle. 

In  the  first  case,  a  complaint  instituted  by  the 
Chicago  Board  of  Trade,  ^  the  defendants,  a  number 
of  carriers  in  the  Middle  West,  were  in  the  habit  of 
giving  lower  rates  on  packing-house  products  from 
Sioux  City,  Iowa,  and  other  western  packing  centers 
to  Chicago  than  they  gave  to  live  hogs  when  shipped 
to  the  same  market.  They  defended  their  practice 
on  the  grounds  of  (1)  higher  cost  of  service  in  the 
case  of  live  hogs;  (2)  larger  traffic  in  packing-house 
products  and  the  materials  used  in  these  houses,  such 
as  salt,  ice,  etc.,  which  furnished  retmn  cargoes  in 
part;  and  (3)  the  necessity  of  protecting  vested  interests, 
since  lai^e  investments  had  been  made  in  the  western 
packing  industry,  based  on  the  expectation  that  lower 
rates  were  to  be  given  its  products. 

None  of  these  reasons  was  found  by  the  Commission 
to  be  borne  out  by  the  evidence  submitted  or  to  be 
sufficiently  important  to  warrant  the  discrimination 
in  rates.  On  the  contrary,  the  Conmiissioners  de- 
clared:— 

As  articles  of  coznmerce,  the  evidence  shows  without  conflict,  that 
the  live  hog  and  its  products  are  in  direct  competition  with  each 
other.  This  only  brings  out  in  a  stronger  light  the  discrimination 
that  is  made  against  the  traffic  in  the  live  hog  as  compared  with 
the  traffic  in  the  product.  Of  the  two  the  product  is  very  much 
more  valuable;  it  is  transported  at  more  expense  to  the  carrier. 

>  CblMto  Botfd  of  Trade  v.  C.  A  A.  R.  R.  et  al.,  4 1.  C.  C.  Rep.  163;  3 1 C.  R.  233. 
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The  evidence  submitted  tended  to  show  that  the 
value  per  100  pounds  of  live  hog  was  from  about 
$4.50  to  $4.75,  while  an  equal  weight  of  the  packing- 
house product  was  worth  about  $7.50. 

In  view  of  the  very  great  difference  in  the  values 
of  the  two  commodities,  we  might  naturally  expect 
that  much  lower  rates  on  the  live  animals  than  on  the 
products  would  be  ordered  by  the  Commission.  But 
owing  to  the  keen  competition  existing  between  the 
Chicago  packers  and  those  of  the  w^tem  cities,  the 
Commission  did  not  feel  warranted  in  going  so  far. 
They  contented  themselves  with  a  notice  to  the 
carriers  that  the  '*  rates  made  by  them  on  live  hogs 
should  not  be  greater  than  upon  packing-house 
products.'' 

In  the  second  case  of  this  sort  with  which  the  Com- 
mission was  called  upon  to  deal,  practically  the  same 
complaint  was  made,  the  complainant  being  the 
Chicago  Live  Stock  Exchange.^  Some  new  conditions 
in  this  case,  however,  demand  our  consideration. 

During  the  years  intervening  between  the  earlier 
Chicago  Board  of  Trade  decision  and  the  hearing  of 
this  case  several  of  the  carriers  which  were  defendants 
in  the  former  case  had  extended  their  lines  westward 
beyond  the  Missouri  river.  Other  lines,  like  the 
Chicago  &  Great  Western  Railway,  extended  only  to 
that  river.  The  roads  extending  beyond  the  river 
were  inclined  to  establish  such  rates  as  would  favor 
the  traffic  in  live  stock,  since  in  this  way  shipments 
to  Chicago  would  be  entirely  over  their  own  lines. 
The  roads  terminating  at  the  river  were,  on  the  other 
hand,  inclined  to  establish  such  rates  as  favored  the 
traffic  in  live-stock  products ;  since  if  the  animals  were 
unloaded  and  slaughtered  at  the  Missouri  river  towns, 

>  Chioaso  LlT«  Stock  Exchange  v.  C.  A  0.  W.  R'y  Co.  et  al..  10  I.  C.  C.  Rep.  428. 
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these  lines  would  share  in  the  shipment  of  the  products 
to  Chicago  and  the  East.  The  real  cause  of  the  dis- 
crimination was,  therefore,  competition  between  the 
lines  extending  beyond  the  Missouri  river  and  those 
terminating  at  the  river. 

The  testimony  offered  before  the  Commission 
showed  that  the  giving  of  lower  rates  on  live-stock 
products  than  on  the  live  animals  was  due  to  the  action 
of  the  Chicago  &  Great  Western  Railway  whose  lines 
terminated  at  the  Missouri  river.  The  competition 
of  this  line  had  forced  the  other  roads,  so  it  was  claimed, 
to  depart  from  the  order  issued  by  the  Commission 
in  the  Board  of  Trade  case.  The  defense  offered 
by  the  Chicago  &  Great  Western  was  lower  cost  of 
service  in  the  case  of  the  live-stock  products.  The 
evidence,  however,  showed  that  the  real  purpose  of 
the  discrimination  was  to  secure  for  this  carrier  a 
larger  share  of  the  traffic  in  the  products  of  live  stock 
than  it  could  otherwise  hope  to  obtain. 

The  Commission  foimd  little  evidence  tending  to 
support  the  claim  of  the  Chicago  &  Great  Western 
that  the  cost  of  service  was  higher  for  the  live  animals 
than  for  their  products.  The  officials  of  nearly  all 
the  other  roads  represented  in  the  investigation  ex- 
pressed the  opinion  that  the  rates  on  live  stock  should 
not  be  higher  than  those  on  animal  products,  while 
some  of  the  officials  claimed  that  the  live-stock  rates 
should  be  lower  than  for  the  meat  products.  The 
Commissioners  themselves  said:  ''  Altho  we  think 
cost  of  transportation  is  a  very  important  element, 
we  do  not  consider  it  a  controlling  element  in  this 
case."  They  ordered  the  carriers  to  give  such  rates 
on  live  stock  as  should  not  exceed  those  on  the  live- 
stock products.  Their  decision  rested  on  the  value 
of  commodity  principle,  expressed  as  follows :  — 
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In  determining  what  the  relation  should  be  between  the  rates 
charged  for  transporting  two  different  freight  articles,  value  is 
often  an  important  factor,  but  this  is  not  alone  because  of  the 
greater  risk  connected  with  the  transportation  of  the  more  valuable 
article.  Improvements  made  during  recent  years  in  the  road-beds 
and  equipment  of  carriers  have  rendered  the  item  of  risk  in  many 
cases  of  little  consequence.  The  value  of  the  article  is  important, 
principally,  because  of  its  bearing  upon  the  value  to  the  shipper 
of  the  transportation  service;  and  the  value  of  the  service  is,  and 
has  always  been  considered  by  carriers,  one  of  the  important 
elements  to  be  considered  when  fixing  the  rates  to  be  charged  for 
transportation.  As  stated  in  the  findings  of  fact,  live-stock  prod- 
ucts, compared  with  the  live  animals,  are  about  twice  as  valuable. 

As  in  the  Board  of  Trade  case,  so  here  also,  the 
CJommission  was  not  able  to  follow  this  argument 
to  its  logical  conclusion  by  requiring  lower  rates  on 
live  animals  than  on  packing-house  products.  The 
nature  of  the  competition  between  these  two  classes 
of  commodities  was  such  that  equal  rates  seemed  to 
be  required.  In  describing  this  competition,  the 
Conunissioners  made  it  evident  that  the  emphasis 
which  they  placed  on  the  relative  values  of  the  com- 
modities was  due  to  the  fact  that  these  values  were 
believed  to  reflect  the  competitive  relationship  which 
existed  between  them.    They  said:  — 

Another  very  important  factor  is  the  relation  existing  between 
the  articles  transported.  If  the  relation  is  remote,  such  as  that 
between  flour  and  silk,  a  change  of  a  few  cents  per  hundred  pounds 
in  the  rates  charged  for  transporting  one  of  them  may  not  affect 
traffic  in  the  other;  but  if  the  relation  is  close,  such  as  that  between 
raw  material  on  the  one  hand  and  goods  manufactured  from  that 
material  on  the  other,  a  slight  change  in  the  adjustment  of  trans- 
portation charges  between  the  two  articles  may  be  sufficient  to 
close  manufacturing  plants  at  some  points  and  increase  the  output 
of  plants  elsewhere.  And  it  is  because  of  this  difference  that  some 
discriminations  made  by  the  carriers  are  justifiable  under  certain 
circumstances. 

One  of  the  cases  most  difficult  to  solve  which  has 
come  before  the  Commission  is  that  of  the  Grain 
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Shippers*  Association  of  Northwest  Iowa  v.  the  Illinois 
Central  Railroad  Company  et  al.^  The  case  presents 
too  many  elements  to  enable  us  to  consider  them  all 
under  a  single  heading,  but  value  of  commodity  plays 
such  an  important  part  in  the  discussion  that  the  case 
demands  our  attention  here. 

The  rates  complained  of  were  those  on  com,  wheat, 
and  other  grains  from  Sioux  City  and  other  points 
in  northwestern  Iowa  to  Chicago  and  to  points  on 
the  east  bank  of  the  Mississippi  river.  The  complain- 
ants urged  that  the  rates  on  these  grains  were  too  high 
to  enable  them  to  be  raised  and  marketed  with  a 
profit.  It  was  said  that  the  rates  were  dispropor- 
tionately high  as  compared  to  those  on  other  commodi- 
ties having  a  higher  value  and  whose  costs  of  trans- 
portation were  higher.  Particular  emphasis  in  this 
connection  was  placed  on  the  relatively  low  rates 
given  on  hogs  and  cattle,  and  it  was  said  that  the 
adjustment  of  rates  was  such  that  it  favored  the 
farmers  who  fed  their  grain  and  shipped  the  live  stock 
and  thus  discriminated  against  the  small  farmers  and 
tenants  who  could  not  afford  to  buy  stock  for  feeding. 
When  the  case  is  looked  at  in  this  light  it  will  be  seen 
that  it  involves  the  question  as  to  what  shall  be  the 
rates  on  raw  material  (grain)  as  compared  to  those 
on  its  manufactured  products  (hogs  and  cattle) . 

The  answer  of  the  defendants  to  the  complaint  that 
rates  on  grain  were  excessive  as  compared  to  those 
on  other  commodities  was  that  this  complaint  might 
have  some  justification  if  rates  were  made  under 
'^  ideal  conditions,"  but  that  under  the  ''  actual  con- 
ditions "  with  which  the  carriers  had  to  deal,  where 
competition  was  the  '^  controlling  consideration," 
such  rates  as  were  asked  for  by  the  complainants 

>  8  I.  C.  C.  Rn>.  158. 
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were  impossible.  In  this  connection  the  Conunis- 
sioners  inquired  of  the  traffic  managers  present ''  upon 
what  basis  a  freight  rate  was  made,  what  elements 
entered  into  it/'  and  their  questions  seem  to  have 
been  particularly  directed  towards  finding  out  what 
part  the  value  of  the  commodity  played  in  determining 
the  rate  charged  for  its  transportation.  The  answers 
of  the  traffic  managers,  as  condensed  and  set  forth 
by  the  Commissioners,  were  as  follows :  — 

In  ideal  traffic  conditions  certain  elements  would  be  taken  into 
account  in  establishing  a  freight  rate.  These,  among  others, 
would  be  value  of  the  commodity,  the  cost  of  service,  the  volume 
of  traffic,  etc.  Under  tikese  conditions  the  witnesses  rather  thought 
that  value  might  be  a  pretty  important  factor  in  determining  the 
freight  rate.  Under  actual  conditions,  while  an  attempt  was 
made  to  regard  these  various  considerations,  as  a  rule,  the  con- 
trolling influence  was  competition.  The  witnesses  expressed  the 
opinion  that  the  rates  on  grain  would  be,  if  such  ideal  conditions 
could  obtain,  too  low  ^  in  proportion  to  the  rates  on  manufactured 
articles,  but  it  was  said  that  such  ideal  conditions  did  not  and 
could  not  obtain.  ...  In  a  word,  the  freight  tariff  was  made  as  it 
was,  not  because  it  ought  to  be  that,  but  because  it  must  be  that. 
The  railways  obtained  aU  they  could,  which  was  still  too  little. 
The  witnesses  aU  said  that  the  grain  rates  in  question  were  entirely 
the  result  of  competition. 

The  Commissioners  were  inclined  to  agree  with  the 
traffic  managers  in  their  statement  that  the  rates  in 
question  were  established  as  a  result  of  competition, 
but  they  were  not  willing  to  admit  that  the  carriers 
were  justified  in  neglecting  the  other  elements  which 
should  be  considered  in  the  fixing  of  freight  rate^. 
This  was  particularly  true  of  the  value  of  the 
commodity.    The  Commissioners  say :  — 

Value  is  undoubtedly  an  element  which  should  be  considered  in 
the  fixing  of  rates.    It  is  often  a  most  important  element  but 


>  The  referenoe  hen  nenii  to  be  to  ratet  on  grain  from  Minneapolis  and  Ftniii 
City  to  ChloaflO,  which  the  testimony  showed  were  much  lower  than  from  northwest 
Iowa,  owlnc  to  finwaslve  oompeUtlon  at  those  points. 
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plainly  cannot  be  made  an  arbitrary  standard  independent  of  all 
other  considerations.  This  case  certainly  shows  that  in  the  opin- 
ion of  these  traffic  men  produced  as  witnesses,  the  present  tariffs 
do  not  represent  an  ideal  relation  in  rates  between  different  com- 
modities, and  perhaps  fairly  shows  that  if  such  ideal  relations 
could  be  obtained  the  rates  on  grains  are  too  high  as  compared 
with  those  on  some  other  commodities,  especially  manufactxured 
articles. 

It  was,  however,  the  relation  between  the  rates  on 
grain  and  those  on  live  stock  which  seemed  to  the 
Commissioners  especially  unfau*. 

Whether  the  grain  shall  be  shipped  to  market  or  fed  in  the  vicinity 
of  where  it  is  raised  depends,  in  a  measure,  upon  the  freight  rate 
upon  the  grain  and  upon  the  live  stock.  For  this  reason  there 
ought  to  be,  to  some  extent,  a  correspondence  between  the  rates 
upon  these  commodities,  and  a  decrease  in  the  rate  upon  one  ought 
ordinarily  to  be  accompanied  by  a  decrease  in  the  other. 

An  investigation  of  the  changes  in  rates  between 
1887  and  1898,  when  the  case  was  heard,  showed, 
however,  that  the  decline  in  the  rate  on  live  stock  had 
been  much  greater  than  in  that  on  grain.  ^'  We  are 
of  the  opinion,  too,"  say  the  Commissioners,  ^'  that 
the  rate  on  Uve  stock  at  the  preseirt  time  is  lower  in 
proportion  to  the  service  rendered  than  that  on  grain." 

Without  making  any  formal  order  in  the  case,  the 
Commissioners  recommended  a  considerable  lowering 
of  the  rates  on  grain  from  Sioux  City  and  surrounding 
territory  to  Chicago.  In  reaching  this  conclusion 
the  members  of  the  Commission  were  undoubtedly 
influenced  mainly  by  the  showing  made  by  the  com- 
plainants as  to  the  relative  rates  on  grain  and  live 
stock  when  compared  with  the  relation  between  their 
market  values. 

(6)  Coming  now  to  the  second  sub-group  of  cases, 
dealing  with  commodities  which  are  competitive  in 
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character,  we  shall  notice,  first,  a  case  which  had  to  do 
with  the  relative  rates  on  Pearline  and  common  soap.^ 

The  carrier  had  undertaken  to  place  Pearline  in 
class  four  of  the  Southern  classification  and  to  charge 
a  rate  of  73  cents  per  one  hundred  pounds  between 
New  York  and  Atlanta.  Conmion  soap  was  placed 
in  class  six,  which  imder  ordinary  conditions  would 
have  given  it  a  rate  of  49  cents  to  Atlanta.  Owing, 
however,  to  the  existence  of  water  competition  between 
New  York  and  Atlanta,  common  soap  had  received 
a  special  rate  to  Atlanta  of  33  cents  per  100  pounds. 

The  presentation  of  the  argimients  in  the  case 
brought  out  the  following  points:  (1)  Pearline  was 
an  article  in  general  use  and  was  used  for  the  same 
purpose  as  was  common  soap,  with  which  article  it 
was  in  direct  competition.  (2)  The  market  value 
of  Pearline  was  about  twice  that  of  the  conunon  soap. 
(3)  The  risks  involved  in  its  carriage  were  somewhat 
greater  than  for  the  soap.  (4)  Water  competition 
at  Savannah  made  necessary  a  lower  rate  on  soap  to 
Atlanta  than  to  other  points,  but  Pearline,  owing  to 
risks  from  dampftess,  could  not  be  shipped  by  water, 
hence  no  special  rate  was  given  it  to  Atlanta. 

The  Conunission  held  that  the  discrimination  against 
PearUne  was  too  great,  that  it  should  be  placed  in  the 
fifth  class  and  be  given  a  rate  of  60  cents  per  100 
pounds.  Conmion  soap  was  to  remain  in  the  sixth 
class  and  pay  the  full  rates  of  that  class,  except  to 
Atlanta,  where  the  competition  of  a  through  rail  and 
water  route  made  the  special  rate  of  33  cents  per  100 
poimds  necessary. 

In  explaining  the  reason  for  allowing  a  difference 
in  the  rates  on  the  two  commodities,  the  Conmiis- 
sioners  say:  — 

>  James  Pyle  A  Sons  ▼.  East  Teim.,  Va.  A  Ga.  R.  R.  Co.,  1  I.  C.  C.  Rep.  405. 
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The  vary  great  difference  in  the  value  and  also  the  riak  in  case 
of  serious  accident  in  the  transportation  of  Pearline  as  compared 
with  common  soap  would  seem  to  indicate  that  there  is  ground 
for  a  reasonable  difference  in  the  freight  rates  on  these  two  articles. 

The  decision  seems  to  rest  chiefly  on  the  difference 
in  the  values  of  the  two  commodities,  tho  it  should 
be  noticed  that  two  other  considerations  furnish  a 
partial  explanation,  viz.  the  risks  (i.  e.  the  cost)  of 
transportation  and,  in  the  case  of  the  special  Atlanta 
rate,  the  existence  of  water  competition. 

Value  of  commodity  is  again  the  controlling,  tho 
not  the  exclusive,  consideration  in  the  case  of  Core 
Bros.  V.  The  Lehigh  Valley  R.  R.  Co.^  The  complainants 
had  asked  that  the  same  classification  and  rates  be 
given  to  anthracite  coal  that  were  given  to  the  bitu- 
minous product. 

The  Commissioners  declined  to  make  this  concession 
on  the  grounds  that  (1)  the  value  of  the  anthracite 
coal  was  greater  and  therefore  the  service  of  trans- 
porting it  was  worth  more  to  the  shipper;  (2)  the 
shorter  distance  from  the  mines  to  the  principal 
markets  in  the  case  of  anthracite  rendered  its  trans- 
portation per  ton-mile  more  expensive.  This  latter 
argument,  it  will  be  noticed,  is  based  on  cost  of  service. 

The  Commission,  however,  ordered  that  some 
reduction  be  made  in  the  rates  on  anthracite,  since 
rates  on  coal  are  generally  less  than  on  such  com- 
modities as  iron  ore  and  pig  iron,  whose  value  is 
greater,  while  the  Lehigh  road  had  in  force  higher  rates 
on  coal  than  on  tliese  commodities.  The  evidence 
showed,  too,  that  this  road  had  but  recently  raised  the 
rates  on  coal,  after  having  for  two  years  maintained 
lower  rates  on  the  anthracite  coal  than  on  these  iron 
products.    The  long  maintenance  of  the  lower  rates 

>  4  I.  C.  C.  Rn>.  535;  8  I.  C.  R.  460. 
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• 

on  coal  satisfied  the  Commissioners  that  their  rates 
were  profitable  to  the  carrier. 

Another  coal  case  which  falls  within  this  group  is 
that  of  McGrew  v.  Missouri  Pacific  Ry  Co.^  The  Com- 
mission decided  that  the  carrier  might  properly  make  a 
distinction  in  classification  between  soft  and  lump  coal, 
used  only  for  domestic  purposes,  and  ''  mine-run,  nut, 
mill  and  slack ''  coal  used  only  for  steam  purposes,  and 
might  give  a  lower  rate  to  the  latter  class.  Such  a 
distinction  clearly  rests  for  a  justification  on  differences 
in  the  values  of  the  two  commodities. 

In  the  case  of  WoJf  Bros.  v.  Alleghany  R'y  Co.  et  al.  ^ 
it  was  decided  that  since  paper  bags  were  made  of 
cheaper  paper,  were  packed  in  a  different  way,  and 
were  used  for  a  different  purpose  than  were  merchan- 
dise envelopes,  there  was  no  objection  to  giving  these 
bags  a  lower  classification  and  lower  rates  than  were 
accorded  to  the  merchandise  envelopes,  even  tho  the 
complainant  called  these  envelopes  paper  bags  and 
was  able  to  show  that  the  cost  of  service  in  transporting 
them  was  less  than  for  the  ordinary  envelopes. 

Still  another  concession  to  value  of  commodity 
over  cost  of  service  appears  in  one  of  the  Standard 
Oil  Cases.'  The  carrier  was  ordered  to  chaise  only 
on  the  basis  of  the  weight  of  the  oil  carried  in  barrels 
when  it  charged  for  oil  only,  if  carried  in  tanks,  and 
not  to  charge  barrel  shipments  on  the  gross  we^t. 

2.    NonrCompetitive  Commodities 

The  second  class  of  decisions  in  which  the  value  of 
the  commodity  is  selected  as  the  controlling  consider- 
ation in  the  determination  of  the  railway  rate  has  to 
do  with  articles  which,  tho  not  of  the  same  kind  and 

1  8  I.  C.  C.  Rep.  630.  «  7  I.  C.  C.  lUp.  40. 

*  Btoe,  RobliHon  A  Wlnthrop  ▼.  Wettern  N.  Y.  A  Penn.  R.  B.  Co.,  4  I.  C.  C. 
R«p.  181;  8  I.  C.  R.  ie2. 
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not  directly  competitive,  are  nevertheless  so  similar 
in  character  as  to  warrant  similar  treatment. 

In  the  first  case^  of  this  sort  the  Commissioners 
refused  permission  to  the  defendant  carrier  to  classify 
railroad  ties  in  class  five  (manufactured  wooden 
commodities)  while  at  the  same  time  it  classified 
lumber  and  other  unfinished  wooden  articles  in  class 
six,  and  in  addition  gave  a  special  low  rate  to  lumber. 
The  defendant  claimed  as  a  reason  for  placing  ties 
in  a  higher  class  than  lumber  that ''  tie  shipments  are 
less  in  quantity  and  require  switching  for  single  cars, 
whereas  in  the  case  of  lumber,  we  switch  a  large  number 
of  cars  together.''  The  Commission  rejected  this 
cost  of  service  argument,  not  because  it  was  based 
on  cost  of  service  and  was  therefore  incorrect  in  prin- 
ciple but  because  the  statement  was  ^'  not  convincing." 

No  special  reason  appears  in  the  evidence  why  tie  shipments  are 
not  likely  to  be  as  large  per  day  as  lumber  e^pments,  therefore 
the  distinction  cannot  be  sustained  on  the  ground*  of  greater  cost 
of  movement,  for  no  such  greater  cost  is  established. 

The  Commissioners  maintained  that  lumber  and 
ties  were  so  alike  in  character  and  the  conditions  for 
transporting  them  were  so  similar  that  they  should 
be  classed  alike  and  that  such  discrimination  as  was 
shown  by  the  defendant  was  not  justified  by  the 
relative  values  of  the  two  commodities. 

In  another  case*  the  Commissioners  held  that  it 
was  unjust  and  unreasonable  to  put  raisins  in  a  higher 
class,  taking  a  higher  rate,  than  was  given  to  dried 
fruits,  since  the  market  value  of  the  raisins  was  uni- 
formly lower  than  that  of  California  dried  fruits. 

*  Raynolds  v.  Wevtem  N.  Y.  A  Penn.  R'y  Co.  et «!..  1 1.  C.  C.  Rep.  303;  1 1.  C.  R. 
686. 

*  M«ittn  ▼.  Scntthem  Pacific  Co.  et  •!.,  2  I.  C.  C.  Rap.  1;  2  I.  C.  R.  1. 
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The  same  conclusion  was  reached  with  reference 
to  the  classification  of  celery.^  The  carriers  were 
ordered  to  give  it  the  same  classification  and  rates  as 
were  given  to  cauliflower,  asparagus,  lettuce,  whether 
shipped  in  car  load  or  less  than  car  load  lots.  It  was 
said  that  since  the  original  classification  was  made, 
celery  had  come  into  much  more  common  use. 

It8  production  has  greatly  increajsed  and  its  market  value  has 
declined.  It  certainly  is  no  more  a  table  luxury  than  some  of  the 
vegetables  which  have  a  lower  class  in  the  Western  classification. 

A  rather  curious  attempt  to  adjust  rates  in  mathe- 
matical proportion  to  the  values  of  the  commodities 
is  furnished  by  a  case '  coming  before  the  Commission 
where  the  question  was  as  to  the  relative  rates  on 
cabbages  and  potatoes.    The  Conamissioners  said:  — 

As  the  weight  of  a  barrel  of  cabbage  is  three-fourths  of  that  of  a 
barrel  of  potatoes  and  its  price  or  value  only  one-half  (two  fourths) 
it  would  seem  that  there  is  a  difference  of  one-fourth  in  favor  of 
cabbage.  This*  is  upon  the  assumption  that  bulk  and  value  would 
operate  equally  in  proportion  to  amount  in  enhancing  rates.  Our 
conclusion  is  tiiat  the  rate  on  cabbage  from  Charleston  should  be 
one-fourth  less  than  the  rate  on  potatoes. 

It  should  be  said,  however,  that  this  reasoning  was 
only  incidental  to  a  general  discussion  which  dealt 
with  more  important  matters,  and  it  would  be  a  mis- 
take to  lay  much  emphaais  upon  it  as  an  expression 
of  the  views  of  the  Commissioners. 

In  order  to  determine  the  importance  which  should 
be  attached  to  the  value  of  a  commodity  in  fixing  the 
rate  which  is  to  be  paid  upon  it,  the  Commissioners 
have  at  times  taken  into  consideration  the  uses  to 

1  Teoumseh  Cdeiy  Co.  ▼.  Gin.  Jftokaon  A  Maokinaw.  R*y  Co.  et  •!..  5  I.  C.  C. 
Rep.  063;  4  I.  C.  R.  318. 

I  Truck  Fanners*  Aeeociation  of  Charleeton  and  Vicinity  v.  Northeastern  R.  R. 
Co.  of  South  Carolina  et  al.,  6  I.  C.  C.  Rep.  296. 
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which  a  given  commodity  is  to  be  put.  In  one  case  ^ 
the  question  was  raised  as  to  whether  cow  peas  were 
to  be  classed  with  such  commodities  as  com  and  oats, 
or  whether  they  should  go  into  a  class  with  com- 
mercial fertilizers  and  take  the  same  rates  as  the  latter 
commodity.  The  complainants  urged  that  cow  peas 
were  used  for  fertilizing  purposes,  but  the  defendants 
held  that  they  were  also  used  extensively  as  a  feed 
for  cattle  and  even  to  some  extent  as  an  edible.  The 
Commissioners  found  the  facts  to  be  as  stated  by 
the  defendants.  As  a  fertilizer  it  was  shown  that 
the  cow  peas  were  not  only  more  valuable  than  other 
fertilizers,  but  were  capable  of  fertilizing  pound  per 
pound  more  land  than  cotton-seed  meal  and  other 
fertilizers :  — 

The  planter  can  afford  to  pay  a  higher  rate  on  cow  peas  used  in 
the  pxx>ce88  of  enriching  his  land  than  he  can  afford  to  pay  upon 
commercial  fertilizers;  while  on  the  other  hand,  the  earners  would 
derive  inadequate  revenue  from  the  carriage  of  this  product  if  tiie 
peas  should  be  treated  as  complainant  insists  they  should  be. 
There  are  other  facts,  however,  which  still  further  distinguish 
cow  peas  from  fertilizers  in  general  use.  The  viae  is  used  as  fodder 
in  stock  feeding  quite  extensively  throughout  the  Southern  States, 
and  the  pea  itself  is  consumed  by  many  as  an  edible,  and  its  use  as 
food  IB  quite  general.  Again,  the  value  of  cow  peas  per  hundred 
pounds  is  greatly  in  excess  of  that  of  the  general  fertilizer,  a  fact 
which  should  be  considered  in  fixing  rates. 

Another  case'  which  illustrates  the  same  point, 
—  that  the  use  to  which  a  commodity  is  to  be  put 
must  be  considered  in  determining  the  rate  to  be  paid 
upon  it,  —  is  that  in  which  the  Commissioners  decided 
that  "  the  Scheidel  outfit/'  an  electrical  apparatus 
mainly  employed  in  the  production  of  the  X-ray, 
should  be  classified  with  medical  and  scientific  instru- 
ments and  pay  double  first-class  rates  in  the  Official 

1  A.  G.  SwalBed  ▼.  AOantlo  Coast  Une  R.  R.  Co.  et  «!.,  10  I.  C.  0.  Rep.  281. 
>  W.  8clield«l  A  Co.  ▼.  Chi.  A  NorthwMtern  R'y  Co.  et  al.,  11  I.  C.  C.  Rep.  582. 
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classification,  rather  than  be  classified  with  '^  electrical 
appliances  not  otherwise  specified  "  which  were  charged 
single  first-class  rates  only.  The  Commissioners  said, 
however,  that  if  later  there  should  develop  a  con- 
siderable demand  for  a  similar  mechanism  for  com- 
mercial uses,  then  all  such  mechanic  appliances, 
including  the  Scheidel  outfit,  might  be  entitled  to  a 
lower  rating. 

The  case,  however,  which  best  illustrates  the  prin- 
ciple applicable  throughout  this  entire  group  is  that 
of  Rice  V.  Cincinnati,  Washington  &  Baltimore  Railroad 
Co.  et  al.^  Itshows  that  the  importance  which  the 
Commission  is  willing  to  attach  to  the  value  of  a 
commodity  as  a  measure  of  the  reasonableness  of  a 
railway  rate  is  less  in  the  case  of  conmiodities  non- 
character  than  in  the  case  of  those  which  are  in  direct 
competitive  in  competition  with  each  other. 

Complaint  was  made  that  the  rate  on  refined  petro- 
leum oil  was  unreasonable  as  compared  to  that  given 
on  cotton-6eed  oil,  which,  tho  transported  in  much 
the  same  way  and  having  a  higher  market  value,  was 
nevertheless  given  a  lower  rate.  The  Commission 
decUned  to  adjust  the.  rates  on  these  two  commodi- 
ties on  the  basis  of  their  relative  values,  holding  that 
inasmuch  as  they  were  not  competitive  commodities 
the  discriminating  rate  given  to  one  could  not  '*  appre- 
ciably affect  the  market  price  of  the  other,"  and 
therefore  could  not  unjustly  affect  the  shipper.  The 
two  products  were  so  dissimilar  in  character  and 
supplied  such  different  demands  that  a  low  rate  on 
one  could  not  be  of  any  disadvantage  to  the  shippers 
of  the  other. 

The  Commissioners  were  willing  to  admit,  however, 
that  since  the  methods  of  transporting  the  two  com- 

1  6  I.  C.  C.  Rep.  103:  3  I.  C.  R.  841. 
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modities  were  much  the  same,  the  rate  given  on  one 
commodity  might  have  ''  some  bearing "  on  the 
reasonableness  of  the  rate  on  the  other,  especially 
when  their  relative  values  were  taken  into  considera- 
tion, and  it  was  seen  that  the  higher  priced  commodity 
was  receiving  the  lower  rate. 

In  respect  to  the  methods  and  cost  of  transportation,  these  oom- 
modities  (oottonHseed  oil  and  turpentine)  have  a  notable  resem- 
blance to  petroleum  products,  and  the  cheapest  of  them  is  several 
times  more  valuable  than  illuminating  oil.  .  .  .  Notwithstanding 
the  comparatively  low  value  of  refined  petroleum,  the  amount 
exacted  for  its  transportation  is  in  some  instances  60%  greater 
than  the  sum  accepted  for  carrying  cotton-seed  oil  between  the 
same  stations.  It  is  impossible  to  reconcile  such  inconsistent 
diarges.  The  cotton-seed  oil  rate,  in  the  cases  referred  to,  is  not 
foroed  upon  the  railroad,  and  must,  therefore,  be  presumed  to  be 
lemunerative;  but  if  the  lower  rate  for  the  higher  priced  article 
k  reasonable  to  the  carrier,  how  can  the  higher  rate  for  the  lower 
priced  article  be  reasonable  to  the  shipper?  " 

Other  cases  which  have  come  before  the  Commis- 
sion might  be  cited  to  show  how  the  principle  of  value 
of  commodity  has  been  made  use  of  to  determine  the 
rate  on  non-competitive  articles,  but  other  considera- 
tions enter  into  these  cases  and  their  discussion  would 
not  aid  in  the  presentation  of  the  argument. 


3.  Market  Value  the  Criterion 

The  third  class  of  cases  in  which  the  value  of  the 
conmaodity  transported  is  accepted  as  a  test  of  the 
reasonableness  of  the  railway  rate  is  not  a  large  one 
nor  in  itself  of  great  importance.  Its  importance 
lies  rather  in  the  fact  that  these  cases  show  that,  in 
judging  of  the  values  of  the  commodities  in  question, 
the  Commissioners  have  in  mind  the  market  values 
rather  than  the  intrinsic  utilities  of  the  articles. 
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A  manufacturer  of  patent  medicines  made  objec- 
tions ^  to  the  Official  Classification  employed  on 
eastern  railway  lines,  according  to  which  patent 
medicines  were  placed  in  first  class  when  shipped  in 
less  than  car  load  lots  and  in  third  class  when  shipped 
in  car  load  lots;  whereas  beer,  ale,  etc.,  when  shipped 
in  less  than  car  load  quantities,  were  given  a  third 
class  rating,  and  in  car  load  lots  were  placed  in  fifth 
class.  The  complainant  asserted  that  not  only  were 
the  modes  of  packing,  the  methods  of  handling,  and 
the  risks  of  transportation  the  same  for  the  patent 
medicines  as  for  the  beer,  ale,  etc.,  but  that  the  "  in- 
trinsic value  "  of  the  patent  medicines  was  no  greater 
than  that  of  the  beer,  etc.  The  higher  market  value 
of  the  patent  medicines  it  was  said  was  simply  '^  the 
result  of  skill  in  advertising."  The  Commissioners, 
however,  declared  that :  — 

The  value  of  an  article  to  the  manufacturer  is  the  price  it  commands 
and  it  seems  only  reasonable  that  carriers  should  take  into  account 
the  market  value,  a  thing  generally  known  and  easily  ascertained, 
as  one  of  the  considerations  in  arranging  their  classifications  and 
fixing  the  rates  that  a  commodity  should  bear.  It  is  not  seen  how 
the  relations  that  any  specific  commodity  should  bear  to  other 
commodities  for  classification  purposes  can  be  arrived  at  in  any 
other  practicable  way. 

Since  the  evidence  in  this  case  showed  that  a  car 
load  of  the  patent  medicines  in  question  had  a  market 
value  of  $5400,  while  a  car  load  of  beer  or  ale  sold  for 
about  $1800  the  Commission  decided  that  the  existing 
differences  in  classification  and  rates  were  justified. 

The  same  attitude  was  observed  in  the  case  of  the 
Andrews  Soap  Company  v.  Pittsburg^  Cincinnati  & 
St.  Louis  Railway  Co.  et  al.,*  where  the  complainant  had 

>  Wftmer  t.  N.  Y.  C.  and  H. B.  R.  Oo.  et al.,4 1.  C. C.  Rop.  82;  8 1. C.  R. 74. 
*  4  I.  C.  C.  Rep.  41;  8  I.  C.  R.  77. 
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urged  that  his  soap,  tho  advertised  as  a  toilet  soap, 
was  in  reality  of  the  same  character  and  utility  as 
laundry  soap  and  therefore  entitled  to  the  lower  rates 
given  to  laundry  soap.    The  Commissioners  said :  — 

A  manufacturer's  description  of  an  article  to  induce  its  purchase 
by  the  public  also  describes  it  for  transportation  and  carriers  may 
accept  his  description  for  purposes  of  classification  and  rates. 


4.  Social  Considerations 

We  come  finally  to  a  fourth  class  of  cases  in  which 
the  value  of  the  commodity  is  accepted  as  a  criterion 
of  the  reasonableness  of  the  rates.  Here  social  con- 
siderations are  cited  by  the  Commissioners  as  reasons 
why  commodities  having  a  high  value  should  be  called 
upon  to  pay  higher  rates  than  commodities  having 
a  low  value.  Such  an  idea  fiinds  frequent  expression 
in  the  Commission's  decisions,  as  for  example  when 
it  is  said  in  discussing  the  rate  on  hay:  ^  ''  When  the 
market  price  of  a  commodity  yields  but  scant  return 
for  labor  and  expenses  of  production,  the  cost  of 
transportation  needs  to  be  as  moderate  as  may  be 
consistent  with  justice  to  the  carriers."  The  same 
position  with  reference  to  the  hay  rate  was  taken  in 
the  case  of  The  National  Hay  Association  v.  The  Lake 
Shore  dt  Michigan  Southern  Railway  Company  et  al.^ 

A  more  explicit  enunciation  of  this  doctrine  is, 
however,  found  in  the  discussion  of  the  rates  on  iron 
and  steel  products.*  Low  rates  on  these  commodities 
said  the  Commission  are 

I  Behlmar  t.  Memphto  A  Charleston  R.  R.  Co.  et  *!..  6  I.  C.  C.  Rep.  267;  4  I.  C 
R.870. 

>  •  I.  C.  C.  Rep.  M4. 

*  ColonMlo  Fuel  A  boa  Company  ▼.  The  Southern  Paelfio  Company  et  al..  6 
I.  C.  C.  Rep.  488. 
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largely  due  to  the  character  of  such  commodities,  the  use  to  which 
they  are  put,  the  demand  for  them  in  large  quantities  throughout 
the  country,  their  susceptibility  of  movement  at  less  cost  and  risk 
to  the  carrier  than  high  class  and  more  valuable  freight,  and  other 
like  conditions.  It  is  to  the  interest  of  the  carriers  as  well  as  the 
public,  that  their  rates  be  low  enough,  if  not  below  a  remunerative 
point,  to  permit  the  general  movement  and  distribution  of  these 
conmiodities  in  general  demand  in  larger  quantities  for  construc- 
tion, building,  manufacturing,  and  other  purposes.  Reasonable 
freedom  of  such  movement  and  distribution  stimulates  the  growth 
and  development  of  the  country  and  thereby  promotes  all  interests. 
.  .  .  Rates  on  steel  rails  and  other  low  grade  freights  of  the 
character  stated,  yielding  per  ton  per  mile  the  average  received  on 
all  freight  would  be  unjust. 

A  further  indication  of  the  importance  which  the 
Commissioners  attached  to  the  market  values  of  these 
commodities  in  fixing  the  rates  to  be  paid  upon  them 
is  shown  by  the  fact  that  it  was  later  decided  ^  that  in 
cases  where  the  carriers  had  reduced  the  rates  on  iron 
and  steel  because  of  a  reduction  of  the  prices  of  such 
articles  due  to  conmiercial  depression,  they  were 
justified  in  advancing  the  rates  when  the  commercial 
depression  was  past.  The  Commissioners  were  care- 
ful to  repudiate  the  idea  that  freight  rates  in  general 
might  be  adjusted  on  the  principle  of  the  sliding 
scale,  but  they  found  something  akin  to  this  system 
in  the  traffic  in  iron  and  steel  and  did  not  care  to  dis- 
turb it. 

Iron  rates  seem  to  be  peculiarly  susceptible  to  these  commercial 
influences.  The  charge  for  transporting  pig  iron  from  southern 
producers  to  northern  points  of  consumption  has  for  a  long  time 
varied  directly  with  the  value  of  the  article  transported. 

Social  considerations  have  seemed  to  the  members 
of  the  Commission  to  require  that  the  rates  on  the 
lower  priced  grains,  com  and  oats,  should  be  lower 
than  those  on  wheat,'  and  that  a  considerable  reduc- 

i  In  tbe  MsHer  of  PiopoMd  AdTAOoet  in  Fnitht  Rates,  9  I.  C.  C.  Rep.  888. 
>  4  I.  C.  C.  Rep.  48;  3  I.  C.  R.  03. 
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tion  in  the  price  of  wheat  should  be  followed  by  a 
reduction  in  the  rates  on  that  commodity  charged 
by  the  carrier.^  Generally  speaking,  the  Commission 
seems  conmiitted  to  the  principle  that  where  the 
market  price  of  a  commodity  is  low  and  it  is  an  article 
in  general  demand,  the  interests  of  the  public  require 
that  the  carrier  should  be  satisfied  with  small  profits 
from  the  transportation  of  this  commodity. 

The  equitable  rule  doubtless  is  that  rates  should  bear  a  fair  and 
reasonable  relation  to  the  antecedent  average  cost  of  the  traffic 
as  delivered  to  the  carrier  for  transportation  and  the  average 
market  price  the  freight  will  command,  or,  as  it  is  termed,  the  com- 
mercial value  of  the  property.^ 

It  might  be  thought  that  the  principle  of  value  of 
commodity  could  never  be  applied  in  connection 
with  the  passenger  traffic.  It  is  true  that  in  most 
countries,  and  to  a  limited  extent  also  in  the  United 
States,  the  passenger  coaches  are  divided  into  com- 
partments, having  different  acconmiodations  and  dif- 
ferent rates.  By  so  doing  it  is  expected  that  people 
of  little  means  may  nevertheless  travel  on  the  rail- 
roads  if  they  are  content  to  accept  accommodations 
inferior  to  those  furnished  to  the  first  class  passengers. 
There  is  no  compulsion,  however,  on  the  part  of 
millionaires  to  travel  first  class  and  to  pay  the  high 
rates,  if  they  prefer  to  take  advantage  of  the  low  rates 
offered  to  those  who  travel  in  the  second  or  third  class 
compartments. 

In  one  case,'  however,  the  Interstate  Commerce 
Commission  has  upheld  certain  railroads  in  their 
practice  of  putting  immigrants  into  a  special  class 

>  6 1.  C.  C.  Bflp.  520. 

s  Ddawan  State  Grange  ▼.  N.  Y.,  PhUa.  A  Norfolk  R.  R.  Co.  et  al..  4  I.  C.  C* 
lUp.  088:  8  I.  C.  R.  564. 

*  Savery  t.  N.  T.  C.  and  H.  R.  R.  Co.  et  al.,  2  I.  C.  C.  Rep.  388. 
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and  giving  them  lower  rates  than  were  accorded  either 
to  first  or  second  class  passengers,  and  in  their  refusal 
to  sell  tickets  to  other  persons  at  the  same  rates  as 
were  given  to  immigrants  even  tho  these  other  persons 
were  willing  to  ride  in  the  inmiigrant  cars. 

The  reason  given  by  the  Commission  for  sustaining 
the  carriers  in  this  case  was  that  inmiigrants  are 

a  class  of  persons  readily  distinguishable  from  the  general  public, 
and  so  far  constituting  a  special  class  that  up  to  that  time  when 
they  are  received  upon  the  cars  they  are  subject  to  exceptional 
regulations  for  reasons,  which  being  accepted  as  a  basis  of  legisla- 
tion, must  be  deemed  sufficient. 

Altho  the  Commissioners  do  not  here  set  forth  value 
of  conmiodity  as  a  reason  for  granting  lower  rates  to 
immigrants  than  to  other  persons,  it  seems  difficult 
to  justify  this  discrimination  on  other  grounds.  The 
cost  of  service  would  not  be  less  in  the  case  of  inmii- 
grants than  for  other  persons  travelling  in  immigrant 
cars.  The  fact  that  inmiigrants  constitute  ''  a  legally 
recognized  class  of  persons  subject  to  exceptional 
regulations"  would  not  of  itself  justify  lower  rates 
than  for  native-born  Americans  any  more  than  it 
would  justify  higher  rates.  It  is,  however,  logical 
to  consider  immigrants  as  constituting  a  class  of  per- 
sons possessing  little  means,  having  therefore  little 
ability  to  pay  and  thus  subject  to  a  lower  rate  than 
that  given  to  other  passengers.  Broad  social  and 
governmental  considerations  therefore  serve  to  justify 
the  lower  rates  given  to  these  persons  of  little  financial 
ability. 

This  review  of  the  more  important  cases  in  which 
the  Interstate  Commerce  Commission  has  based  its 
decision  in  large  part  on  considerations  involving  the 
value  of  the  commodities,  serves  to  show  that  while 
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value  of  commodity  has  undoubtedly  at  times  been 
accepted  as  a  test  of  the  reasonableness  of  a  given 
rate,  the  use  made  of  the  principle  has  been  much  less 
than  one  would  naturally  suppose,  in  view  of  the 
strong  assertion  by  the  commission  that  ''  the  value 
of  the  article  carried  [constitutes]  the  most  important 
element  in  determining  what  shall  be  paid  upon  it." 
There  is  little,  indeed,  in  the  experience  of  the  Inter- 
state Commerce  Commission  to  warrant  Professor 
E.  R.  Johnson's  expectation  that  as  governmental 
r^ulation  proceeds,  rates  will  more  and  more  be  fixed 
"  with  reference  to  the  values  of  the  commodities."  ^ 
In  those  cases  in  which  the  Commissioners  have 
referred  to  the  principle  of  value  of  the  commodity 
as  influential  in  determinimg  the  rate  they  have  never 
insisted  that  charges  should  be  proportional  to  the 
values  of  the  commodities. 

In  many  of  the  cases  decided  by  the  Commission 
the  value  of  the  conmiodity  has  been  referred  to 
because  it  indicated  in  some  degree  the  risk  assumed 
by  the  carrier.  In  the  most  important  group  of  cases 
which  we  have  considered,  the  Commission  has  felt 
obliged  to  take  into  consideration  the  differences  in 
the  values  of  finished  and  unfinished  goods  in  order 
to  preserve  competition  in  their  production.  In  still 
other  cases  the  desire  to  preserve  competition  among 
carriers  has  led  to  the  consideration  of  the  relative 
values  of  the  competing  commodities.  In  only  a 
relatively  small  number  of  cases  has  the  Commission 
felt  that  social  and  economic  considerations  were  so 
urgent  as  to  require  that  commodities  entering  largely 
into  general  consumption  and  having  a  low  value 


>  Johaaon,  Amerloan  Ballway  Tnnaportatlon,  p.  281.    Cf.  **  The  PrlnoiplM  of 
Owrwimifmtol  Regnlatkm  of  RalhrayB.*'    PoUttoal  Setenoe  Quarterly,  toL  zt,  pp. 
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should  be  given  the  benefit  of  low  rates;  and  even  in 
these  cases  the  argument  might  be  advanced  that  it 
was  the  general  demand  for  the  commodities  rather 
than  their  low  values  which  led  the  Commissioners 
to  prescribe  the  low  rates. 

III.    Cost  of  Sbrvice 

The  proposition  that  in  the  business  of  railway 
transportation,  with  its  large  proportion  of  fixed  to 
circulating  capital,  it  is  impracticable  to  determine 
the  costs  of  performing  any  particular  service  or  of 
transporting  any  particular  commodity,  has  been  so 
often  demonstrated  that  we  need  give  it  no  further 
consideration.  If  the  theory  of  cost  of  service  is  to 
be  employed  in  explaining  the  principle  of  railway 
charges,  the  term  costs  must,  undoubtedly,  be  used 
in  the  sense  of  joint  costs.^ 

We  have  already  observed  that  the  original  members 
of  the  Interstate  Commerce  Commission  held  that  the 
cost  of  service  principle  was  not  applicable  to  railway 
charges.  Their  attitude  in  this  matter  is  well  set 
forth  in  the  following  quotation  from  their  decision 
in  one  of  the  earliest  cases  *  which  came  before  them :  — 

While  co6t,  as  has  been  said,  is  an  element  to  be  taken  into  account 
in  the  fixing  of  rates  and  one  of  the  very  highest  importance,  it 
cannot,  for  reasons  well  understood,  be  made  the  rate  basis,  but 
it  must  in  any  case  be  used  with  caution  and  reserve.  This  is  not 
merely  because  the  word  "  cost "  is  made  use  of  in  different  senses 
when  applied  to  railroad  traffic,  it  being  often  used  to  cover  merely 
the  expense  of  loading,  moving,  and  unloading  trains,  but  also 
because  in  whatever  sense  the  word  may  be  used,  it  is  quite  im- 


1  Prof 6Mor  TftUMlc  hM  stoted  fully  ilUs  theory  of  joint  oost  In  Its  sppUeatton  to 
railway  rates  In  the  Qoarterly  Journal  of  Eoonomlee,  vol.  ▼,  pp.  438-466.  B*- 
printed  In  part  In  Rlpley*e  **  Railway  Problema,"  pp.  123>144. 

*  In  re  petition  of  Loukrllle  A  Naahvllle  Railroad  Company,  1  I.  0.  C.  Rep.  81; 
1  I.  0.  R.  278. 
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possible  to  apportion  with  accuracy  the  cost  of  service  among  the 
items  of  the  traffic.  .  .  .  Any  attempt  to  apportion  the  cost, 
therefore,  would  at  the  best  and  under  the  most  favorable  circum- 
stances only  reach  an  approximation.  This  is  so  well  understood 
the  world  over  that  the  proposition  which  from  time  to  time  is 
made  in  other  countries  to  measure  the  charge  of  the  carrier  by 
the  cost  of  the  carriage  solely,  have  always  been  abandoned  after 
investigation. 

It  is  well  known  that  traffic  managers  and  others 
engaged  in  the  business  of  transportation  flatly  deny 
that  the  cost  of  service  principle  can  be  used  as  a  means 
of  fixing  railway  rates.^ 

In  view  of  this  strong  agreement  between  railway 
oflScials  and  the  members  of  the  Interstate  Commerce 
Commission  as  to  the  impossibiUty  and  undesirability 
of  using  cost  of  service  as  a  measiu*e  of  the  reasonable- 
ness of  a  railway  rate,  it  is  somewhat  surprising  to 
find  that  in  defending  rates  which  have  been  made 
the  subject  of  complaint  to  the  Commission,  railway 
officials  and  railway  attorneys  have  frequently  — 
perhaps  most  frequently  —  done  so  by  the  use  of  cost 
of  service  arguments.  Even  more  siuprising,  how- 
ever, is  the  fact  that  the  Commissioners  have  not 
only  lent  a  willing  ear  to  such  arguments  and  sus- 
tained them  whenever  the  evidence  seemed  to  support 
them,  but  they  have  very  frequently  on  their  own 
initiative  entered  into  an  investigation  of  the  cost  of 
transportation  with  a  view  to  rendering  a  decision 
on  the  basis  of  the  facts  ascertained  by  this  investi- 
gation. The  members  of  the  Commission  have,  of 
coiurse,  never  pretended  that  they  could  ascertain  the 
exact  proportion  of  the  fixed  and  operating  expenses 
assignable  to  a  given  commodity.  Such  has  not  been 
the  purpose  of  their  investigations,  nor  the  tenor  of 
the  decisions.    The  attempt  has  not  been  made  to 

>  Of.  Ktrkmaw,  RAllway  lUtes  ftiid  OoTemment  Control,  pp.  73-7G. 
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apportion  the  charges,  as  the  Commissioners  say, 
''  strictly  to  the  cost."  But  cost  of  service  has  never- 
theless been  used  as  a  means  of  determining  the 
reasonableness  of  rates  in  four  different  classes  of 
cases.  (1)  When  a  rate  higher  than  the  ordinary 
could  be  justified  on  the  ground  that  some  special 
service  had  been  performed  or  a  special  obligation 
incurred  by  the  carrier.  (2)  Where  a  rate  complained 
of  was  judged  as  to  its  reasonableness  by  comparing 
the  ascertainable  costs  of  transportation  with  those 
incurred  in  transporting  other  commodities  whose 
rates  were  believed  to  be  reasonable.  (3)  Where 
comparison  was  made  with  costs  on  other  roads  or 
on  other  parts  of  the  system.  (4)  Where  the  costs 
of  shipping  commodities  in  car  load  lots  were  com- 
pared with  those  incurred  in  shipping  less  than  car 
load  quantities.  By  methods  of  comparison,  there- 
fore, rather  than  by  attempting  to  ascertain  the  exact 
and  total  costs  of  transporting  a  given  commodity, 
the  Interstate  Commerce  Conunission  has  made  use 
of  the  cost  of  service  principle  as  applied  to  railway 
rates.  We  shall  take  up  for  consideration  each  of  the 
four  classes  of  cases  in  turn. 

1.  Costs  of  Rendering  Some  Special  Service 

Under  this  heading,  the  first  case  with  which  we 
have  to  deal  is  that  of  John  P.  Squire  &  Co.  v.  The 
Michigan  CerUral  Railroad  Co.  et  al.^  This  case  should 
be  compared  with  the  Chicago  Board  of  Trade  and 
the  Chicago  live  Stock  Exchange  cases  which  we 
have  already  considered  and  in  which,  it  will  be  re- 
membered, the  Commissioners  made  value  of  com- 
modity the  controlling  principle.    In  the  present  case, 

I  4  I.  C.  C.  Rflp.  611;  8  I.  C.  R.  515. 
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however,  much  greater  emphasis  was  placed  upon  the 
cost  of  service. 

The  complamant  in  the  case  was  engaged  in  the 
business  of  slaughtering  hogs  in  the  vicinity  of  Boston. 
For  some  time,  the  railroads  had  granted  him  a  rate 
of  30  cents  per  100  lbs.  on  live  hogs  transported  from 
Chicago  to  Boston.  The  rate  on  dressed  beef  and 
hog  products  had  been  fixed  by  the  Trunk  Line  Asso- 
ciation, after  an  exhaustive  hearing,  at  65  cents  per 
100  lbs.  With  this  adjustment  of  rates  the  com- 
plainant had  been  satisfied.  Railway  competition, 
however,  soon  set  in,  and  while  the  rates  on  live  hogs 
remained  the  same  as  before,  those  on  hog  products 
fell  lower  and  lower,  being  at  times  as  low  as  17  cents 
per  100  lbs.  With  this  relation  of  rates  existing 
between  the  live  hogs  and  their  products,  the  business 
of  the  complainant  was  being  ruined,  since  it  was 
brought  out  in  the  hearing  of  the  case  that  virtually 
the  only  difference  in  the  cost  of  slaughtering  hogs 
in  the  East  and  West  was  the  cost  of  transporting 
the  live  animals. 

The  complainant  asked  that  the  rates  be  based  on 
purely  "  conamercial  considerations,"  wholly  inde- 
pendent of  the  cost  of  the  service.  He  argued  that 
the  railroads  should  justly  make  relative  rates  such 
that  both  parties  could  live,  and  that  the  product 
rate  should  be  higher  than  the  live-hog  rate,  even  if 
the  cost  of  transporting  the  two  articles  were  the 
same,  which  he  claimed  was  not  the  case. 

The  argument  resting  on  the  relative  values  of  the 
two  commodities  should  have  exerted  an  influence, 
it  seems,  on  the  minds  of  the  Conunissioners,  since 
value  of  conmiodity  had  been  accepted  as  the  control- 
ling principle  in  the  earlier  cases  which  dealt  with  the 
same  conunodities.    In  the  present  case  the  Com- 
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missioners  did  not  accept  this  line  of  reasoning.  They 
admitted  that  the  increased  value  of  the  product 
might  legitimately  be  taken  into  accoimt  in  the  fixing 
of  the  rate,  but  they  declared  that  to  base  rates  upon 
the  theory  advanced  by  the  complainant  would  mean 
that  the  rates  on  live  hogs  would  have  to  vary  with 
every  change  in  the  market  price  of  the  animals  in 
the  western  markets. 

The  Commission  therefore  proceeded  to  make  a 
lengthy  investigation  into  the  relative  costs  of  trans- 
porting the  two  kinds  of  commodities  and  reached  the 
following  conclusions :  — 

(1)  The  product  is  carried  in  more  expensive  cars.  .  .  .  The  interest 
on  the  increased  original  cost  and  the  greater  outlay  for  repairs  are 
constant  expenses.  (2)  The  weight  of  the  refrigerator  car,  when 
loaded  with  the  product,  includmg  the  ice  for  refrigeration,  is 
about  64,000  pounds,  and  that  of  the  live-stock  car  when  loaded 
is  46,000  pounds.  If  the  tariff  was  based  solely  upon  tonnage, 
that  is,  upon  the  weight  of  the  car  and  its  load  when  the  carrier 
charges  30  cents  per  hundred  for  carrying  the  live  hogs,  the  charge 
for  carrying  the  product  should  be  about  42  cents  per  hundred. 
(3)  The  loading  and  unloading  of  the  animals  by  the  shipper  instead 
of  the  carrier  is  a  continuing  advantage.  (4)  The  rapidity  with 
which  the  cars  used  in  the  live-stock  traffic  are  loaded  render  them 
less  liable  to  detention,  and  they  are  returned  to  the  traffic  sooner 
than  when  loaded  with  the  product.  (5)  The  refrigerator  cars 
have  to  be  iced.  Five  tons  of  ice  and  salt  per  car  are  furnished 
in  the  Chicago-Boston  business.  This  is  a  constant  expense  in 
summer  months.  (6)  The  product  is  more  valuable  than  the  live 
animals. 

All  of  these  considerations  except  the  last,  it  will 
be  noted,  have  to  do  with  the  extra  costs  incurred  by 
the  carriers  in  transporting  the  meat  products.  The 
costs,  it  is  true,  are  not  accurately  determined.  In- 
deed there  is  much  that  seems  arbitrary  in  the  Com- 
missioners' methods  of  computing  the  extra  costs 
due  to  the  methods  of  handling  the  meat  traffic, 
by  which  they  arrive  at  the  conclusion  that  the  rates 
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in  force  at  the  time  of  the  hearing  of  the  case,  viz. 
30  cents  per  hundred  pounds  for  live  animals  and 
45  cents  per  hundred  for  the  products,  furnish  an 
equitable  adjustment  of  the  dispute.  The  Commis- 
sioners of  the  Trunk  lines  had  previously  given  the 
question  of  the  relative  rates  for  these  commodities 
much  thought  and  had  concluded  that  when  the 
live-hog  rate  was  30  cents  per  100  pounds,  the  rate  on 
the  hog  products  should  be  65  cents.  We  are  interested 
at  present  not  in  the  merits  of  the  decision  but  in  the 
theory  by  which  the  Commissioners  reached  their 
conclusion;  and  concerning  this  their  explicit  state- 
ment leaves  us  no  way  in  doubt. 

We  are  of  the  opinion  that  in  the  fixing  of  relative  rates  upon 
artides  strictly  competitive,  as  these  are,  the  proper  relation 
should  be  determined  from  the  cost  of  the  service,  and  if  the  differ- 
ence in  this  respect  between  two  competitive  articles  can  be  ascer- 
tained, such  a  rate  should  be  fixed  for  each  as  corresponds  to  the 
cost  of  service.  This  is  fair  to  the  carrier  and  we  believe  that  the 
manufacturer  has  a  right  to  demand  of  the  companies  that  such  a 
relation  of  rates  as  to  these  articles  should  be  maintained. 

In  the  investigation  made  by  the  Conunission  in 
1902-1903  mto  The  Matter  of  Proposed  Advances 
in  Freight  Rates, ^  an  inquiry  was  made  into  the  reasons 
for  a  recent  advance  in  the  rates  on  dressed  beef  from 
40  cents  to  45  cents  per  100  pounds.  The  carriers 
claimed  that  the  45  cent  rate  was  not  an  advance  but 
a  restoration  of  a  rate  which  excessive  competition 
had  made  it  impossible  to  ntiaintain  in  the  past.  Com- 
petitive conditions  had  now  so  changed  that  it  was 
believed  that  the  old  rates  could  be  maintained.  The 
Conomissioners  after  investigation  concluded  that 
the  explanation  given  by  the  carriers  was  satisfactory 
and  that  the  45  cent  rate  was  reasonable,  — 

»  •  I.  C.  C.  B«p.  882. 


« 

t 


46  QUARTERLY  JOURNAL  OF  ECONOMICS 

especially  in  view  of  the  fact  that  while  the  rate  is  high  the  service 
is  expensive  to  the  carriers.  The  loading  of  these  cars  is  of  special 
construction,  and  heavier  than  the  ordinary  car;  refrigeration 
must  be  provided,  which  necessitates  the  haiding  of  large  quanti- 
ties of  ice  and  salt,  an  express  service  is  demanded  and  the  car  must 
be  returned  empty. 

The  same  line  of  argument  was  employed  in  the 
case  of  the  Truck  Farmers^  Association  of  Charleston 
and  Vicinity  v.  Northeastern  Railroad  Co.  of  South 
Carolina  et  aZ.^  The  complainants  claimed  that  6) 
cents  a  quart  was  exorbitant  for  transporting  straw- 
berries from  Charleston,  S.  C.  to  Baltimore,  Phila- 
delphia, and  New  York,  and  that  an  imdue  disparity 
existed  between  the  rates  on  strawberries  and  those 
on  potatoes  and  cabbages  shipped  in  bulk.  The 
carriers  defended  the  rates  on  berries  in  view  of  the 
unusual  costs  incurred  in  their  transportation,  which 
they  described  at  length.  They  claimed,  further- 
more, that  the  rates  were  properly  enough  made  higher 
on  berries  than  on  the  potatoes  and  cabbage  because 
the  berries  were  worth  more  per  pound. 

The  Commissioners  attached  little  weight  to  this 
value  of  commodity  argument  made  by  the  defendants, 
and  in  their  decision  placed  the  emphasis  on  the  high 
costs  of  the  service.  They  went  carefully  over  the 
evidence  submitted  by  the  carriers  and  undertook 
to  calculate  the  necessary  costs  of  getting  the  berries 
into  the  New  York  market  in  good  condition.  They 
concluded  that  the  charge  of  two  cents  per  quart  for 
icing  was  too  high  by  about  one  half  cent  per  quart, 
but  otherwise  they  appeared  satisfied  with  the  showing 
made  by  the  carriers  as  to  the  cost  of  service.  They 
announced,  therefore,  that  a  rate  of  six  cents  per 
quart   for   transporting  berries   from   Charleston   to 

>  6  I.  C.  C.  Rep.  8M. 
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New  York  was  not  excessive,  and  this  decision  they 
defended  in  the  following  manner:  — 

The  rate  per  ton-mile  under  the  charge  above  prescribed  of  six 
cents  per  quart  will  be  very  much  higher  than  that  demanded  by 
carriers  on  ordinary  freight.  Relatively  higher  rates  on  straw* 
berrieSy  however,  appear  to  be  justified  by  the  exceptional  char- 
acter of  the  service  connected  with  their  transportation.  This 
exceptional  service  is  necessitated  by  the  highly  perishable  char- 
acter of  the  traffic,  requiring  refrigeration  en  raiUe,  rapid  transit, 
specially  provided  trains,  and  prompt  delivery  at  destination. 
There  is  lUao  involved  in  this  service  extra  trouble  in  handling  at 
receiving  and  delivering  points,  extra  facilities  at  such  points,  the 
"  drilling  "  of  cars  in  a  train,  reduction  of  length  of  trains  to  secure 
celerity  of  movement,  partially  loaded  cars,  the  return  of  can 
empty,  and  perhaps  other  similar  incidentals. 

In  a  case  *  analagous  to  the  above  the  Commission 
decided  that  81  cents  per  100  pounds  was  a  reasonable 
rate  for  transporting  peaches  in  car  load  lots  from 
Atlanta  to  New  York.  The  same  considerations 
creating  an  expensive  cost  of  service  were  present  in 
this  case  as  in  the  one  just  treated.  ''  In  view  of 
these  considerations/'  said  the  Commissioners,  ''  we 
cannot  say  that  the  established  rate  is  so  excessive 
as  to  caU  for  condenmation.''  An  interesting  feature 
of  this  case  was  the  refusal  of  the  Commission  to 
allow  the  carriers  to  increase  their  charges  in  a  pro- 
gressive rate  whenever  the  value  of  the.  car  load  ex- 
ceeded $500.  The  carriers  sought  to  justify  the 
increase  on  the  ground  that  the  danger  of  damage 
to  freight  was  greater  in  the  case  of  the  heavier  car 
loads  and  that  there  was  no  other  means  of  covering 
these  risks,  since  no  charge  was  made  for  the  excess 
over  the  prescribed  minimum  weights  for  car  loads. 
It  is  evident  that  the  higher  rates  could  have  been 
upheld  on  the  value  of  commodity  principle,  and  the 

>  QtonfiM  Ftoaeh  Gtowen'  AMoetation  v.  TIm  Atlantto  Coast  Un»  R.  R.  Co.  et  aL 
10  L  C.  C.  Rep.  266. 
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failure  of  the  Commission  to  recognize  this  fact  shows 
how  far  its  members, had  departed  from  their  former 
view  that  "  the  value  of  the  article  carried  [is]  the 
most  important  element  in  determining  what  shall 
be  paid  upon  it." 

In  spite  of  the  refusal  of  the  Commissioners  to 
recognize  unusual  liability  to  damage  as  a  reason  for 
charging  higher  rates  in  the  above  case,  this  has  not 
always  been  the  attitude  of  that  body.  In  the  case 
of  the  New  Orleans  Live  Stock  Exchange  v.  Texas 
&  Padiic  Railway  Company y^  the  peculiar  argument 
was  advanced  by  the  defendant  that  certain  high 
rates  on  cattle  shipments,  which  were  the  subject  of 
complaint,  were  due  to  the  fact  that  the  carrier  was 
frequently  obliged  to  pay  excessive  damages  awarded 
to  Texas  shippers  by  the  Texas  courts.  The  Com- 
missioners were  unwilling  to  admit  that ''  a  judgment 
rendered  in  the  course  of  judicial  procedure  is  unjust 
or  excessive/'  but  they  did  recognize  that  the  char- 
acter of  the  live-stock  traffic  was  such  that  large  sums 
for  damages  might  have  to  be  paid  by  carriers  engaged 
in  this  traffic,  and  that  this  was,  ''  an  incident  in  the 
transportation  of  that  commodity  which  may  properly 
be  taken  into  accoimt  by  the  railroad  in  establishing 
its  tariffs."  The  higher  rates  in  this  given  instance 
were  not  allowed,  however,  for  the  reason  that  the 
testimony  seemed  to  show  that  the  large  claims  for 
damages  were  due  to  the  carriers'  own  negligence; 
and  the  Conmiission  held  that  shippers  of  cattle  ought 
not  to  be  called  upon  to  pay  higher  charges  for  trans- 
portation ''  to  make  good  the  negligence  of  the  carrier 
itself." 

Higher   rates    on    lumber    shipped    from    Dalton, 
Georgia,  to  points  on  the  Ohio  river  than  were  chained 

>  10  I.  C.  C.  Rep.  337. 
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from  other  places  near  Dalton  were  upheld  by  the 
Ck>mmi8sibn  ^  because  of  differences  in  the  cost  of 
service    which    resulted    from    ''  dressing-in-transit " 
privileges  accorded  Dalton  but  not  the  other  places. 
The  Commissioners  said :  — 

The  dresBiiig  of  the  lumber  results  in  a  comparatively  important 
waste  of  raw  material,  which  is  by  that  amount  loss  of  tonnage 
to  the  earner,  a  duplication  of  terminal  expense,  a  loss  of  time  and 
increase  of  expenses  by  reasons  of  delays  in  the  through  shipment 
to  destination. 

The  decision  of  the  Commission  in  the  case  of  the 
Commercicd  Clvh  of  Omaha  v.  The  Chicago  &  North- 
western Railway  Co.  et  aL*  that  the  carriers  were 
privileged  to  charge  higher  rates  on  goods  sent  from 
Omaha,  Nebraska,  to  points  within  the  State  of  Iowa 
than  were  charged  to  the  same  points  from  Council 
Bluffs,  Iowa  (across  the  Missouri  river  from  Omaha), 
rested  in  the  main  upon  the  opinion  of  the  majority 
of  the  Commissioners  that  Council  Bluffs  was  entitled 
to  its  natural  advantages  of  location  for  carrying  on 
a  trade  with  Iowa  cities.  In  part,  however,  the 
majority  of  the  Commissioners  made  use  of  the  cost 
of  service  argument  as  a  defense  of  their  decision ;  and 
cost  of  service  was  the  sole  basis  of  the  argument 
employed  by  Commissioner  Prouty,  who  supported 
the  majority  in  its  decision  but  not  in  its  principal 
arguments.  Even  the  dissenting  Commissioners 
admitted  that  the  decision  of  the  majority  might 
properly  be  upheld  upon  the  basis  of  cost  of  service 
arguments  were  it  not  for  the  fact  that  to  all  other 
points  than  those  in  Iowa  the  carriers  had  established 
equal  rates  from  those  two  cities. 

>  J.  K.  F«Rmr  et  al  r.  Soathem  R'y  Co,  et  aL,  11  I.  C.  G.  Rep.  032. 
7  I.  C.  C.  Rep.  886. 
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The  cost  of  service  argument  rested  upon  the  fact 
that,  in  carrying  goods  from  Omaha  to  Iowa  points, 
the  raiboads  were  obliged  to  make  use  of  an  expensive 
bridge  across  the  Missouri  river  and  to  pay  the  tolls 
for  the  use  of  this  bridge  exacted  by  its  owners.  Messrs. 
Knapp  and  Yeomans  said,  for  the  majority:  — 

These  shipments  to  Iowa  towns  require  a  greater  service  from  the 
carriers  than  is  performed  for  Council  Bluffs  merchants  for  they 
are  hauled  a  greater  distance  and  over  an  expensive  bridge.  The 
charge  for  this  e3ctra  service  is  admitted  to  be  reasonable  and  those 
for  whom  it  is  performed  cannot  justly  complain  because  it  is  not 
gratuitously  rendered.  .  .  .  The  defendants  which  constructed 
the  bridge  over  this  river,  and  the  defendants  which  have  leased 
the  right  to  run  their  trains  across  it  are  prima  facie  entitled  to 
some  compensation  for  their  outlay. 

Enough  cases  have  been  cited  to  show  that  the 
members  of  the  Interstate  Commerce  Commission 
have  reached  the  very  reasonable  conclusion  that 
where  the  conditions  of  the  traj£c  are  such  as  to 
require  some  special  service  on  the  part  of  the  carriers, 
involving  unusual  expenditures,  the  carriers  are  jus- 
tified in  demanding  higher  rates  to  cover  these  extra 
costs,  and  that  to  this  extent  at  least  the  cost  of  service 
principle  is  applicable  in  the  case  of  railway  rates. 

2.   Comparison  with  other  Commodities 

In  this  class  of  cases  the  Commission  has  sought 
to  make  a  study  of  the  comparative  costs  of  trans- 
porting different  commodities,  oftentimes  with  a  view 
to  determining  their  classification.  But  since  in  the 
Commission's  own  words,  '^  classification  is  the  founda- 
tion of  all  rate  making,"  it  follows  that  if  the  classi- 
fication has  been  based  on  costs,  these  costs  inevitably 
determine  the  rates  to  be  charged  for  their  transpor- 
tation. 
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Possibly  the  best  illustration  of  this  class  of  cases 
is  the  effort  made  by  the  Commission  to  determine 
the  relative  rates  on  oranges  and  strawberries,^  shipped 
from  Florida  to  the  New  York  market.  In  an  earlier 
case  the  Commission  had  decided  that  a  reasonable 
rate  on  oranges  was  $120  per  car.  On  the  basis  of 
this  decision  the  complainants  asked  for  a  reduction 
of  the  rates  on  strawberries  which,  at  the  time  of  the 
hearing  of  the  case,  averaged  $361.80  per  car. 

The  Commissioners  proceeded  to  ascertain,  what^ 
if  any,  were  the  considerations  which  would  justify 
different  rates  on  strawberries  than  on  oranges  and 
how  great  these  differences  should  be.  As  stated  by 
the  Commissioners  these  differences  are  as  follows. 
It  will  be  noted  that  all  but  one  of  them  have  to  do 
with  cost  of  service. 

(1)  The  expense  of  handling  berries  at  junction  or  terminal  points, 
berries  not  being  handled  with  trucks,  as  are  oranges.  (2)  Allow- 
ances for  hauling  the  berry  cars  on  the  passenger  trains  on  the  line 
of  the  F.  C.  &  P.  railroad.  (3)  Extra  dead  weight  of  refrigerator 
cars  when  loaded  with  berries  instead  of  oranges,  owing  to  tihe  fact 
that  an  average  berry  load  is  only  half  an  orange  load.  (4)  Extra 
risk  of  loss  in  case  of  accident  arising  from  negligence  of  carrier. 
(5)  Less  value  of  the  oranges.  (6)  Less  volume  of  the  berry  traffic. 
(7)  Only  one  half  the  weight  of  the  average  car  load  of  oranges 
makes  an  average  car  load  of  berries.  (8)  Oranges  can  go  by 
water  or  ordinary  trains.  Berries  must  go  by  fast  trains.  (0) 
Oranges  do  not  require  refrigeration,  but  refrigeration  is  indis- 
pensable in  the  berry  traffic. 

On  the  basis  of  these  considerations  the  Commis- 
sion ordered  a  reduction  in  the  rates  on  berries  so 
that  they  should  pay  only  double  first-class  rates  plus 
30  cents  a  crate.  This  would  make  the  rate  on  an 
average  car  load  $299.70. 

>  C.  p.  Pony  ▼.  The  Fla.  Cent.  A  Pen.  R.  R.  Co.  et  al.,  5  I.  C.  C.  Rep.  97;  3 
I.  C.  R.  740. 
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In  a  similar  manner  the  Commissioners  discuss  the 
relative  rates  on  beans  and  tomatoes.^  The  defendant 
carrier,  had  placed  beans  in  the  second  class  of  the 
Southern  Classification  and  tomatoes  in  the  third 
class,  altho  in  weight  and  value  the  two  commodities 
were  much  the  same.  This  classification  resulted 
in  a  rate  of  70  cents  per  100  pounds  on  beans  shipped 
from  Verona,  Miss,  to  East  St.  Louis,  111.,  while 
tomatoes  were  charged  only  44  cents  for  the  same 
distance.  The  Commission  did  not  order  a  change 
in  rates  or  classification,  but  in  the  following  words 
declared  that  the  existing  rates  were  unwarranted: 
''  The  present  difference  of  almost  one  half  in  the  rate 
on  beans  and  tomatoes,  when  the  actual  cost  of  trans- 
portation is  nearly  the  same,  ought  to  be  remedied/' 

In  several  cases  which  have  come  before  the  Com- 
mission having  to  do  with  the  relative  rates  on  com 
and  com  products,  that  body  has,  as  we  have  seen, 
allowed  slightly  higher  rates  on  the  com  than  on  its 
products,  mainly  owing  to  the  higher  value  of  the 
latter  conunodities.  In  several  other  instances,  how- 
ever, the  differences  in  the  rates  on  these  commodities 
have  been  adjusted  on  the  basis  of  the  comparative 
costs  of  transportation. 

In  the  case  of  H.  Bates  and  H.  Bales,  Jr.  v.  The 
Pennsylvania  Railroad  Company  et  al.,^  complaint  was 
made  by  a  firm  of  Indianapolis  millers  that  owing  to 
a  change  in  classification  the  carriers  were  charging 
a  rate  of  23  cents  per  100  pounds  for  transporting 
com  meal  from  Indianapolis  to  Chicago,  while  a  rate 
of  only  18i  cents  per  100  pounds  was  charged  for  raw 
com.  This  relation  of  rates  was  said  to  be  proving 
minous  to  the  Indianapolis  milling  industry.    The 

»  W.  R.  Raa  v.  The  Mobile  and  Ohio  R.  R.  Co,,  7  I.  C.  C.  Rep.  43. 
I  3  I.  C.  C.  Rap.  436;  2  I.  C.  R.  715. 
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carriers  based  their  defense  mainly  on  the  competi- 
tive conditions  surrounding  the  traflSc,  particularly 
competition  by  the  Great  Lakes  which  affected  the 
rate  on  corn  but  not  that  on  com  products. 

The  Conmdssion  did  not  believe  that  water  com- 
petition was  very  effective  in  the  case  of  com  sent 
from  Indianapolis,  owing  to  the  distance  of  that  city 
from  the  Great  Lakes.  It  declared  that  ''  no  reason 
founded  on  cost  of  service  exists  for  a  difference  in 
rates  between  com  and  com  products/'  and  tho  it 
was  admitted  that  the  manufactured  product  was 
commercially  a  little  more  valuable  than  the  corn, 
other  advantages  existed  in  the  transportation  of  the 
product,  so  that  ''  on  the  whole  the  transportation  of 
each  at  the  same  rate  was  equally  valuable  to  the 
carrier."  The  carriers  were  therefore  ordered  to 
cease  discriminating  between  com  and  com  products. 

The  carriers  succeeded  in  obtaining  a  rehearing  of 
the  case/  and  having  discovered  that  the  Conmtiission 
was  inclined  to  place  more  weight  on  differences  in 
the  cost  of  transporting  the  two  commodities  than 
on  differences  in  the  commercial  values,  the  defense 
prepared  its  brief  on  the  basis  of  a  cost  of  service 
argument.  Evidence  was  submitted  to  show  that  a 
difference  in  the  rates  on  com  and  com  products  was 
justified  by  higher  loading  and  terminal  expenses  for 
the  com  products  than  for  the  com.  It  was  shown 
that  the  difference  in  the  rates  which  at  the  time  of 
the  former  hearing  was  4}  cents  per  100  poimds  had 
now  been  reduced  to  2\  cents.  The  rates  on  com 
could  not  be  raised,  it  was  said,  because  if  this  were 
done,  it  would  shut  the  farmers  of  the  Indianapolis 
region  out  of  the  eastern  market,  since  the  rates  would 
then  be  higher  than  those  from  the  North  and  West> 

>  4  I.  C.  C.  Rep.  281;  8  I.  C.  R.  890. 
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where  water  competition  compelled  low  rates.  On 
the  other  hand,  if  the  rate  on  com  products  was  made 
as  low  as  that  on  corn,  "  the  carrier  would  receive  less 
than  a  justifiable  charge  without  substantial  advan- 
tage to  the  farmers." 

On  the  basis  of  this  showing  the  Commission  decided 
to  vacate  its  former  order  which  required  equal  rates 
on  the  two  conmiodities.  The  reasons  for  this  re- 
versal of  its  decision  were  stated  as  follows :  — 

(1)  We  think  the  additional  testimony  has  established  the  fact 
that  the  cost  of  service  to  the  carrier  including  tenninal  expenses 
properly  chargeable  as  freight  charges,  is  greater  on  the  product 
than  on  raw  com.  (2)  The  present  rate  on  com  is  down  to  the 
lowest  point  that  railroads  can  possibly  reach  on  com  and  leave 
any  profit,  and  lower  than  they  can  go  on  the  product  without 
loss.  (3)  The  downward  pressure  of  competition  in  the  trans- 
portation of  com  is  greater  than  on  the  products  of  com. 

The  Commission  felt  that  the  reduction  by  the 
carriers  of  the  differential  between  com  and  corn 
products  from  4)  to  2)  cents  per  100  pounds  had 
remedied  in  large  part  the  evils  complained  of. 
Accordingly  its  former  order  was  vacated  and  no 
further  order  was  issued. 

In  another  case  ^  which  had  to  do  with  the  difference 
in  rates  on  com  and  com  meal  shipped  from  Kansas 
points  to  points  in  Texas,  the  Commissioners  said :  — 

We  find  that  the  difference  in  the  cost  of  service  in  the  transporta- 
tion of  com  and  com  meal  does  not  exceed  three  cents  per  100 
pounds,  and  that  there  are  no  other  conditions  surrounding  the 
transportation  of  these  two  commodities  like  differences  in  value, 
greater  liability  to  injury,  etc.,  which  justify  a  difference  in  rate 
of  more  than  three  cents. 

The  last  case  *  in  this  group  which  we  shall  cite  is 
of  much  interest,  for  the  decision  of  the  Conunission 

t  Board  of  lUUroad  CommlMlonen  v.  The  Atchison,  Topeka  ft  Santa  Fe  R'y  Co.. 
8  I.  C.  C.  Rep.  a04. 

>  Cattle  Raleera'  AMOdatlon  of  Texas  r.  Missouri,  Kansas  ft  Texas  R'y  Co.  et  al- 
ii I.  C.  C.  Rep.  2M. 
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rests  upon  a  careful  balancing  of  the  costs  of  service, 
cited  by  the  defense  as  a  reason  for  high  rates,  against 
certain  other  costs  cited  by  the  complainants  or 
discovered  as  a  result  of  the  investigation  which 
would  have  tended  to  make  low  rates  on  the  traffic 
in  question  natural  and  desirable.  The  case  deals 
with  the  matter  of  an  advance  in  rates  on  live  cattle 
shipped  from  Texas  points  to  northern  ranges  and 
also  to  the  principal  cattle  markets,  Chicago,  St. 
Louis,  and  Kansas  City.  The  advances  in  rates  had 
extended  over  a  period  of  several  years;  and  by  1903, 
when  the  complaint  was  filed,  the  rates  were  ''  higher 
than  any  rate  ever  in  effect  since  rates  were  filed  with 
the  Conunission.'' 

The  carriers  claimed  that  the  rates  formerly  in 
force  were  the  result  of  severe  competition  and  fur- 
nished no  standard  of  reasonableness.  They  defended 
the  existing  rates  by  an  elaborate  showing  as  to  the 
costs  of  service  of  the  cattle  traffic  as  compared  to 
the  costs  of  transporting  other  commodities.  Since 
the  costs  cited  by  them  appear  in  the  Commission's 
decision,  presently  to  be  quoted,  it  will  not  be  neces- 
sary to  give  them  at  this  point.  One  thing  in  which 
both  the  carriers  and  the  Commission  seemed  to  agree 
was  that  the  case  should  be  decided  on  the  basis  of 
cost  of  service.  Even  the  usual  practical  objection 
to  this  method  of  determining  the  rate  disappears  in 
the  light  of  the  Commission's  statement  that  *^  U  is 
possible  to  determine  with  reasonable  accuracy  the  cost 
of  transporting  a  train  of  this  live  stock  between  any  two 
points.^^  * 

The  Commission,  however,  did  discuss  other  con- 
siderations than  cost  of  service  which  might  justify 
the  increase  of  rates.    It  discovered  that  neither  the 

t  Itolloa  mliM. 
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carriers'  need  for  revenue  nor  any  increase  in  the  value 
of  the  commodity  transported  could  legitimately 
serve  as  an  excuse  for  the  advances.  On  the  contrary 
the  ton-mile  revenue  from  the  cattle  traj£c  was  greater 
and  the  cost  of  movement  no  larger  than  in  the  case 
of  other  freight,  while  the  cost  of  producing  cattle  in 
Texas  was  greater  than  at  the  time  the  first  advances 
in  rates  were  made.  The  new  rates  were  not  the 
result  of  competition  but  were  the  result  of  concerted 
action  on  the  part  of  the  roads  acting  through  the 
Southwestern  Tariff  Conmiittee. 

Returning  then  to  the  cost  of  service  arguments 
put  forth  by  the  defendants,  the  Commissioners  said :  — 

These  traffic  officials  all  base  their  opinion  upon  the  assumption 
that  the  cost  of  handling  this  cattle  traffic  is  much  greater  than 
the  average  cost  of  handling  all  traffic.  The  reasons  which  they 
give  for  this  assumption  do  not,  as  we  have  seen,  bear  examination. 
They  all  say  that  the  cattle  traffic  is  more  expensive  because  cattle 
trains  are  shorter  than  other  trains,  but  ^e  testimony  in  this 
record  shows  that  they  are  in  fact  longer.  It  is  said  that  the 
loading  of  a  cattle  car  is  less  than  the  average  loading  of  other 
freight  cars,  and,  therefore,  that  the  passing  revenue  of  the  train 
in  which  they  are  transported  is  less,  but,  it  appears  that  while 
the  loading  of  the  individual  car  is  lighter,  the  revenue  freight  in 
the  cattle  train  is  as  much  or  more  than  in  the  average  dead  freight 
train.  Other  disabilities  are  pointed  out.  Some  of  these  are 
capable  of  being  expressed  in  doUars  and  cents  as  the  cost  of  main- 
taining pens  and  shutes,  the  cost  of  bedding  and  disinfecting  cars, 
the  cost  of  loading,  the  extra  hazard  peculiar  to  this  species  of 
traffic,  etc.  These  aggregate  from  one  to  one  and  one  half  cents 
per  hundred  pounds.  In  addition  there  are  certain  minor  matters 
like  the  use  of  a  longer  caboose,  the  return  of  the  attendants,  the 
stopping  to  feed  and  water  which  are  not  susceptible  of  any  estimate 
upon  this  record,  but  of  which  the  aggregate  cannot  be  large, 
lliere  is  the  more  important  fact  that  this  traffic  must  be  given 
an  express  service,  but  we  have  seen  that  the  greater  expense  of 
providing  a  fast  service  depends  largely  upon  the  fact  that  the 
train  loading  of  revenue  freight  is  lighter,  whereas  here  the  loading 
is  at  least  equal  to  the  average.  There  is  a  very  substantial  dis- 
advantage growing  out  of  the  fact  that  a  large  percentage  of  cattle 
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cars  must  be  returned  empty;  but  here  again  the  difference  is  leas 
than  one  would  suppose  from  a  casual  consideration  of  the  subject. 
The  empty  movement  in  case  of  all  traffic  is  necessarily  large,  being 
some  thirty  per  cent  as  applied  to  the  entire  car  mileage  of  most 
of  the  defendants  as  against  forty  or  forty-five  per  cent  in  case  of 
stock  cars.  This,  however,  is  a  substantial  disability  against  this 
traffic. 

If  we  tiun  to  the  rates  themselves  we  find  that  the  average 
revenue  per  ton-mile  which  these  stock  rates  yield  is  greater  in  all 
cases  and  much  greater  in  some 'cases  than  the  average  rate  per  ton- 
mile.  We  also  find  that  while  the  average  rate  per  ton-mile  in 
case  of  all  these  defendants  decreased  materially  from  1892  to 
1903  these  stock  rates,  even  before  the  advances  of  1903,  had  in 
most  cases  increased.  .  .  .  The  cost  of  operation  has  increased 
in  some  respects,  but  this  has  been  more  than  offset  by  the  intro- 
duction of  improved  methods  and  espedaUy  by  the  large  increase 
in  the  volume  of  the  traffic. 

The  Commission  aecordingly  reached  the  conclu- 
sion that  the  advances  in  rates  made  during  1903 
were  unjust  and  unreasonable  and  that  the  existing 
rates  were  therefore  ''  unjust  and  unreasonable  by 
the  amoimt  of  said  advances."  The  carriers  having 
made  their  defense  strictly  on  the  plea  that  the  costs 
of  moving  the  live  stock  were  higher  than  for  ordinary 
freight,  the  Commissioners  followed  this  line  of  argu- 
ment and  declared  that  *^  the  average  cost  of  moving 
live  stock  is  not  greater  than  the  average  cost  of  moving 
all  commodities."  To  show,  however,  that  they 
fully  agreed  with  the  carriers  that  the  decision  should 
be  reached  on  the  basis  of  cost  of  service  arguments, 
they  say  :  ''In  determining  a  reasonable  rate  the 
cost  of  performing  the  service,  as  has  been  just  ob- 
served, is  one  element  in  that  rate,  and  cost  of  move- 
ment is  an  important  item  in  arriving  at  the  entire 
cost  of  service." 

There  are  many  other  cases  in  which  the  Interstate 
Commerce  Commission  has  made  use  of  the  method 
of  comparative  costs  to  enable  it  to  judge  of  the  rea- 
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sonableness  of  a  given  rate.  Usually,  however,  other 
arguments  are  relied  upon  in  part,  and  the  cost  of 
service  principle  is  therefore  presented  in  less  distinct 
fashion  than  in  the  preceding  cases. 

3.  Comparison  with  Rates  Elsewhere 

A  second  method  of  comparison  employed  by  the 
Conmiission  in  certain  instances  has  been  to  judge  of 
the  reasonableness  of  a  given  rate  by  comparing  the 
costs  of  performing  the  service  with  the  costs  incurred 
on  other  roads  or  on  other  parts  of  the  same  road 
where  the  rates  were  believed  to  be  reasonable.  There 
are  not  many  cases  of  this  sort  and  they  need  not  long 
detain  us. 

Complaint  was  made  in  one  case  ^  that  the  rate  for 
transporting  cotton  from  Meridian,  Mississippi,  to 
New  Orleans  was  too  high.  The  investigation  showed 
that  if  more  than  20  cents  per  100  pounds,  or  about 
a  dollar  a  bale,  were  charged,  it  would  be  more  pro- 
fitable for  shippers  to  send  their  cotton  to  the  eastern 
market  by  another  route.  At  the  same  time,  it  was 
apparent  that  such  a  low  rate  would  be  an  unprofitable 
one  to  the  carrier,  since,  even  with  the  rates  then  in 
force,  the  carrier  was  earning  little  more  than  oper- 
ating expenses.  The  Commissioners  declared  that 
while  the  fact  that  a  rate  was  unremunerative  must 
not  be  overlooked,  this  would  not  justify  rates  grossly 
excessive.  They  decided  that  the  costs  of  sending 
cotton  from  Meridian  to  New  Orleans  could  not  be 
more  than  the  costs  of  sending  it  from  Shreveport, 
Louisiana,  to  New  Orleans,  where  the  rate  was  SI. 50 
per  bale.    The  carrier  was  accordingly  ordered  to 

^  New  Orleaiis  Cotton  Krohftnge  v.  Cliiolimatl,  New  Oxieene  ft  Tezaa  Pedfic  R'y 
Co.  et  al.,  2  I.  C.  C.  Rep.  875;  2  I.  C.  R.  289. 
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reduce  the  Meridian-New  Orleans  rate  to  SI. 50  per 
bale. 

In  another  case  ^  the  defendant  carriers  had  been 
shipping  wheat  to  market  over  a  route  478  miles  in 
length,  having  many  heavy  grades  and  curves,  and 
had  charged  32}  cents  per  100  poimds  for  such  ship- 
ments. There  was,  however,  a  shorter  route,  only 
311  miles  in  length,  having  only  a  few  ascending  grades 
and  these  exceedingly  light.  Wheat  was  not  sent 
by  this  route,  altho  it  would  have  been  much  cheaper 
thus  to  transport  it.  The  Commissioners  held  that 
the  rate  of  32}  cents  might  be  presumed  to  be  reason- 
ably remunerative  over  the  longer  and  more  expensive 
route  and  must  therefore  be  excessive  over  the  less 
expensive  and  more  direct  route.  ''  The  complainants," 
it  was  said,  '^  have  a  just  and  reasonable  right  to  have 
the  products  of  their  farms  carried  to  market  by  the 
shortest  and  least  expensive  routes  at  a  reasonable 
through  rate." 

In  the  important  case  of  George  J.  Kindel  v.  the 
Boston  &  Albany  Railroad  et  al.^  complaint  was  made 
that  rates  on  cotton  piece  goods  in  less  than  car  load 
lots  shipped  from  Boston,  New  York,  and  other 
Eastern  points,  were  charged  S2.24  per  100  pounds 
to  Denver,  while  only  $1.50  per  100  pounds  was 
charged  to  San  Francisco,  1400  to  1600  miles  beyond 
Denver.  Car  load  lots  were  charged  only  $1.00  per 
100  pounds  to  San  Francisco  but  a  special  car  load 
rate  was  refused  to  Denver. 

The  Conmiissioners  concluded  from  their  investi- 
gation that  the  low  rates  to  San  Francisco  were  per- 
missible under  the  circumstances,  in  order  to  meet 

>  Neiriand  et  al.  v.  The  Northern  Padfie  R.  R.  Co.  et  al.,6  I.  C.  C.  Rep.  181; 
4  L  C.  a.  474. 

<  11  I.  G.  C.  Rep.  495. 
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water  competition,  provided  that  these  rates  were  not 
so  low  as  to  cause  the  transportation  of  such  merchan- 
dise at  a  loss  and  thus  compel  other  traffic  to  make 
up  this  loss.  If,  however,  the  existing  rates  to  San 
Francisco  were  sufficient  to  cover  costs,  then  the  high 
rates  to  Denver  which  resulted  from  a  combination 
of  several  local  rates  must  be  regarded  as  unreason- 
able.   The  Conmiissioners  said :  — 

The  actual  cost  of  carriage  is  ignored,  as  an  element  in  rate  making 
in  this  method  of  charging  and  collecting  the  local  rates  for  through 
shipments.  The  local  rates  are  fixed  by  the  carriers  to  cover  all 
terminal  expenses  on  the  shorter  hauls,  charges  and  delays  to  the 
initial  and  terminal  points,  and  it  is  not  reasonable  on  a  joint 
through  haul,  where  these  terminal  delays  and  expenses  are  spared 
at  the  intermediate  points,  that  such  economy  in  transportation 
should  not  be  shared  by  the  shipper  who  must  bear  the  burden  of 
the  long  2000  mile  haul,  and  it  is  unreasonable  and  unjust  on  the 
part  of  the  carriers  that  the  long,  uninterrupted  through  route, 
even  if  no  through  rate  is  agreed  to,  should  bear  the  full  local 
rates. 

On  the  supposition  then  that  the  SI. 50  rate  to  San 
Francisco  covered  the  costs  of  transportation,  the 
Conmiissioners  claimed  that  the  same  rate  would 
prove  sufficient  to  Denver.    They  remarked :  — 

It  would  seem  that  the  SI. 50  must  pay  a  reasonable  profit  to  the 
carriers  and  it  is  our  judgment  that  the  rates  in  question  should 
not  exceed  that.  Surely  a  rate  which  pB,ya  expenses  for  a  3400 
mile  haul  will  yield  reasonable  profits  for  a  haul  not  much  above 
half  that  distance  when  the  service  actually  rendered  is  far  the 
cheaper  and  easier  half  of  the  total  haul. 

4.   Car  load  and  Less  than  Car  load  ShipmerUa 

The  rule  that  commodities  shipped  in  car  load  lots 
usually  take  lower  rates  per  100  pounds  than  when 
shipped  in  less  than  car  load  quantities  itself  rests 
upon  the  principle  of  cost  of  service.  This  fact  has 
been  frequently  emphasized  by  the  Interstate  C!om- 
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merce  Commission,  as  in  the  case  of  The  Harvard 
Company  v.  The  Pennsylvania  Company  et  oZ.V  where 
it  is  said  that  the  mere  fact  that  one  article  is  shipped 
in  greater  quantities  than  another  when  there  is  no 
considerable  di£ference  between  them  in  ^'  bulk,  weight, 
and  value,"  and  ''  in  expense  of  handling  and  hauling," 
constitutes  no  reason  for  a  di£ference  in  their  rates 
and  classification. 

Mere  quantity  not  measured  by  a  recognued  unit  of  quantity 
adi4>ted  to  the  carriage,  and  lessening  the  expense  of  handling 
and  carriage,  cannot  be  allowed  to  affect  rates  in  the  transportation 
of  property.  .  .  .  The  lower  rate  in  proportion  upon  car  loads  of 
freight,  treating  a  car  load  as  a  unit,  than  upon  the  same  article 
in  leas  than  a  car  load  does  not  come  within  any  such  principle  as 
this,  but  is  founded  altogether  on  different  considerations. 

In  the  following  cases  the  Commissioners  make  it 
clear  that  these  ''  di£ferent  considerations "  pertain 
to  the  cost  of  transportation.  Another  Standard  Oil 
case '  furnishes  the  first  illustration. 

Complaint  was  made,  among  other  things,  that 
the  carrier  was  charging  exceedingly  high  rates  for 
barrels  of  oil  when  shipped  in  less  than  car  load  lots, 
and  these  rates  were  shown  to  be  in  many  instances 
more  than  double  the  rates  on  barrels  sent  in  car  load 
quantities.  After  hearing  the  arguments  on  both 
sides,  the  Commissioners  decided  to  sustain  the  exist- 
ing difference  in  rates.  They  reached  this  conclusion 
with  great  reluctance  because  the  rates  on  less  than 
car  load  lots  were  so  high  that  they  seemed  to  be  '^  in 
their  nature  prohibitory."  The  Commissioners  were 
careful  to  say  that  such  great  differences  in  the  rates 
would  not  be  permissible  in  the  case  of  other  kinds  of 
freight  and  were  only  allowed  in  the  oil  traffic  because 

>  4  I.  C.  C.  Rep.  212;  3  I.  C.  R.  807. 

«  W.  C.  Schofield  et  al.  r.  Lake  Shore  ft  Michigan  Southern  R'y  Co.,  2  I.  C.  C 
Bep.90  :  2  1.  G.  R.  67. 
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"  the  cost  of  service  is  very  considerably  less  in  the 
case  of  shipments  in  car  load  lots  than  in  the  less  than 
car  load  quantities.''  The  reasons  for  this  great 
difference  in  costs  were  found  to  be  as  follows:  (1) 
The  shipment  by  car  load  goes  direct  to  destination. 
It  is  loaded  by  the  shipper  and  unloaded  by  the  con* 
signee.  On  the  other  hand,  freight  when  sent  in  less 
than  car  loads  has  to  be  taken  out  in  parcels,  and  the 
expense  of  loading  and  unloading  is  performed  by  the 
company.  (2)  In  the  case  of  car  load  lots  only  one 
bill  of  lading  is  necessary  and  only  one  entry  is  made 
upon  the  way-bill.  When  less  than  car  load  lots  are 
taken  a  separate  receipt  or  bill  of  lading  has  to  be 
given  to  each  shipper  and  a  separate  entry  for  each 
item  is  made  upon  the  way-bill.  (3)  The  time  occupied 
in  transportation  is  less  in  the  case  of  car  load  lots, 
for  smaller  shipments  must  be  sent  by  local  freight 
trains  stopping  at  every  station  for  which  there  is  a 
shipment.  In  this  way  the  time  occupied  in  transport- 
ing the  smaller  lots  is  from  two  to  three  times  as  long 
as  that  required  for  car  load  lots.  (4)  In  the  case  of 
car  load  lots  there  is  only  one  collection  of  freight 
charges  while  for  the  smaller  shipments  there  are  as 
many  collections  as  there  are  different  parcels.  (5) 
In  the  case  of  less  than  car  load  lots  there  inevitably 
remains  vacant  space  in  the  cars  for  which  the  carrier 
receives  nothing.  (6)  The  risks  from  loss  of  fire  are 
greater  in  the  case  of  oil  sent  in  small  lots,  for  these 
small  shipments  are  unloaded  in  the  station  house, 
while  car  load  shipments  are  unloaded  at  a  distant 
point. 

It  would  be  interesting,  did  space  permit,  to  discuss^ 
at  length  the  case  of  Thurber  et  al.  v.  The  New  York 
Central  &  Hudson  River  Railroad  et  aZ.,*  one  of  the 

I  3  I.  C.  C.  Rep.  478;  2  I.  C.  R.  742. 
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most  perplexing  cases  which  have  come  before  the 
Commission  for  its  decision.  The  complaint  con- 
cerned the  rates  given  on  groceries  shipped  in  less 
than  car  load  quantities  from  New  York  to  retailers 
in  the  central  and  western  states.  Much  lower 
rates  were  given  on  car  load  shipments,  and  it  was 
alleged  that  this  discriminated  against  eastern  dis- 
tributors. Emphasis  was  placed  by  the  complainants 
on  social  considerations,  especially  the  fact  that  the 
normal  mode  of  shipment  of  such  commodities  was 
in  small  packages.  They  did  not  deny  that  some 
difference  might  be  made  in  the  rates  on  car  load  and 
less  than  car  load  quantities,  but  held  that  such 
difference  ''  should  be  so  small  as  not  to  consume  the 
conmiercial  profit  on  the  goods.''  The  carriers  on 
the  other  hand  based  their  defense  mainly  on  the 
lower  cost  of  handling  car  load  shipments. 

The  Commsisioners  denied  that  it  was  the  business 
of  carriers  so  to  fix  their  rates  as  to  preserve  a  com- 
mercial profit  to  manufacturers  or  jobbers,  but  they 
also  declared  that  cost  of  service  was  not  the  controlling 
principle  in  this  case.  The  controlling  principle  was 
the  interest  of  the  general  public.  The  public  was 
more  interested  in  miscellaneous  shipments  of  gro- 
ceries than  in  solid  car  load  shipments.  The  carriers 
should  accordingly  adjust  theu:  rates  so  as  to  conform 
to  the  existing  business  of  the  country.  At  the  same 
time  the  Commissioners  recognized  that  the  car  load 
was  a  practicable  imit  of  quantity  and  that  if  an  article 
moved  in  sufficient  volume  it  was  reasonable  to  give 
it  a  car  load  classification.  The  difference  between 
car  load  and  less  than  car  load  rates,  they  said,  is 
"  based  on  the  well  known  fact  of  a  difference  in  the 
cost  of  service  by  the  carrier." 

The  Commissioners  accordingly  decided  that  the 
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carriers  were  not  justified  in  charging  more  for  car 
load  shipments  when  a  full  car  load  was  sent  from 
many  consignors  to  many  consignees,  than  when  sent 
from  one  consignor  to  one  consignee,  but ''  in  the  case 
of  smaller  shipments  to  many  consignees  at  many 
destinations,  there  is  such  material  difference  in  the 
cost  of  service,  in  the  earnings  of  cars,  and  in  car 
detentions,  as  to  justify  a  higher  charge/' 

In  spite  therefore,  of  the  Commissioners'  statement 
that  cost  of  service  was  not  the  controlling  element 
in  the  case,  it  would  appear  that,  in  the  final  analysis, 
cost  of  service  determined  the  Conmiission's  decision 
with  reference  to  a  difference  in  the  rates  on  car  load 
and  less  than  car  load  quantities. 

In  the  case  of  The  Buckeye  Buggy  Company  v.  The 
C.  C.  C.  &  St.  L.  Railway  el  al.  ^  the  Commissioners 
held  that  inasmuch  as  the  practice  of  giving  car  load 
rates  on  buggies  had  been  followed  by  the  carriers  and 
held  legitimate  because  the  cost  of  handling  this 
business  was  less,  the  same  rule  must  be  applied  whether 
the  consignor  or  consignee  was  the  owner. 

The  defendants  may  clearly  require  that  the  goods  shall  be  loeated 
at  one  time  and  place,  that  but  a  single  bill  of  lading  shall  be  issued, 
that  the  shipment  shall  be  from  one  consignor  to  one  consignee, 
but  when  these  goods  are  so  loaded,  when  by  the  terms  of  the  sale 
they  become  the  property  of  the  consignee  upon  delivery  to  the 
carrier,  the  carrier  has  no  right  to  inquire  whether  the  consignee 
obtained  his  title  from  one  or  from  several  owners.  If  they  accord 
a  car  load  rating  in  case  the  consignor  is  the  owner,  they  should 
extend  the  same  privil^e  when  the  consignee  is  the  owner. 

In  the  last  case*  which  we  shall  cite  to  illustrate 
the  application  of  the  cost  of  service  principle,  the 
Commission  decided  that  if  $100  was  a  reasonable 

1  9  I.  C.  C.  Rep.  (»0. 
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rate  for  "  transporting  twenty-five  horses,  which  is 
about  an  average  car  load,  together  with  an  attendant, 
$99  is  too  much  for  transporting  four  horses  with  no 
attendant." 

To  the  average  man  the  imreasonableness  of  the 
latter  charge  would  appear  to  be  because  the  four 
horses  were  worth  less  than  twenty-five,  and  it  would 
seem  that  this  consideration  should  have  appealed 
to  a  body  of  men  who  had  declared  ''  the  value  of  the 
article  carried  "  to  be  ^'  the  most  important  element 
in  determining  what  shall  be  paid  upon  it."  The 
Conmiissioners  did  not  however  advance  this  argument 
m  the  present  case  but  explained  their  decision  on  the 
basis  of  a  difference  in  the  cost  of  service.  ''  The  car 
may  perhaps  weigh  the  same  in  either  case,  but  the 
total  weight  of  the  full  car  load  is  considerably  more, 
the  actual  cost  of  hauling  is  more,  the  expense  of 
unloading  and  reloading  is  more."  It  was  accordingly 
suggested  that  the  defendant  so  modify  its  rates  as 
to  charge  no  more  than  $72  in  the  aggregate  for  trans- 
porting four  horses,  if  the  rate  of  $100  for  a  full  car 
load  remained  in  force. 

Our  review  of  the  cases  in  which  differences  in  the 
costs  of  service  have  been  cited  by  members  of  the 
Conmiission  as  reasons  for  differences  in  rates  shows 
that  the  Commissioners,  as  weU  as  the  traffic  officials 
of  the  various  railroads,  have  made  much  greater  use 
of  the  cost  of  service  principle  than  their  preliminary 
utterances  would  lead  us  to  expect. 

It  has  seldom  happened,  of  course,  that  an  effort 
has  been  made  to  apportion  the  charges  strictly  in 
proportion  to  the  costs  of  rendering  a  specific  service. 
It  is  doubtful,  however,  whether  any  class  of  business 
men  to-day  undertake  to  do  this.    Their  method  is 
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rather  that  followed  by  the  Commissioners  in  the 
cases  which  we  have  considered.  A  merchant  or 
manufacturer  by  comparing  the  receipts  from  one 
department  or  one  Ime  of  goods  with  the  outlay  for 
this  department  and  then  comparing  these  net  returns 
with  those  in  other  departments,  arrives  at  certain 
conclusions  as  to  the  relative  profits  from  the  several 
lines  of  business.  The  fixed  expenses  chargeable  to  the 
business  as  a  whole  he  assigns  in  a  more  or  less  arbi- 
trary fashion  according  to  labor  costs,  or  to  the  cost 
of  the  material  or,  even  more  loosely  still,  according 
to  floor  space,  it  may  be,  or  according  to  the  amount 
of  sales  or  the  number  of  employees,  or  whatever  in 
his  business  seems  to  be  the  best  unit  of  measurement. 
By  carefully  comparing  the  rates  of  growth  of  the 
various  departments  with  the  growth  of  his  profits, 
he  is  able  year  by  year  to  correct  his  former  standards 
of  measurement. 

In  the  same  way  railway  managers  sometimes 
apportion  their  fixed  expenses  according  to  the  ton- 
mileage  of  their  different  kinds  of  freight.  In  applying 
the  comparative  method  of  determining  costs  and  of 
fixing  charges  in  accordance  thereto  it  would  seem 
that  the  Commissioners  and  the  railway  ofiScials  have 
been  merely  pursuing  the  methods  generally  known 
and  accepted  by  most  careful  business  men,  and  the 
cost  of  service  principle  doubtless  is  capable  of  much 
the  same  application  in  the  railway  business  as  it  is 
elsewhere,  —  unless  it  be  in  academic  treatises  on 
economics. 

M.  B.  Hammond. 

Omo  State  Universitt. 


PROPOSALS    FOR    STRENGTHENING    THE 
NATIONAL  BANKING  SYSTEM.     HI. 

A  CENTRAL  BANK  OF  LIMITED  SCOPE 

SUMMARY 

A  central  bank  with  large  lending  power  will  not  fit  into  our  system, 
71.  —  And  it  is  not  necessary,  74.  —  Its  primary  functions:  (a) 
The  settlement  of  clearing  house  balances,  77.  —  (6)  To  ensure  the 
use  by  the  other  banks  of  their  resources  in  emergencies,  79.  —  (c) 
Handling  the  domestic  exchanges,  81.  —  The  clearing  of  country 
checks,  84.  —  Method  of  selecting  the  directorate,  86.  —  Prohibi- 
tion of  collateral  loans,  87.  —  The  bank  acceptance  an  unnecessary 
and  haiardous  device,  88.  —  Capital  of  the  central  bank,  89. — 
Note  issue,  90.  —  Retirement  of  the  gold  certificate  and  the  U.  S. 
note,  91.  —  Statement  of  account  of  the  proposed  bank  at  the  opening 
of  bunness,  92. 


The  present  paper  will  be  concerned  entirely  with 
the  elucidation  of  a  plan  for  a  central  bank;  but  as 
the  effectiveness  of  the  plan  would  largely  depend 
upon  the  adoption  of  the  proposals  which  were  brought 
forward  in  the  two  preceding  articles  in  this  series, 
these  proposals  may  be  summarized  here  by  way  of 
introduction.^  The  establishment  of  true  savings 
departments  by  the  national  banks  with  segregated 
deposits  payable  at  notice,  which  might  be  invested 
in  mortgages,  was  advocated  as  a  means  of  enabling 
the  banks  to  employ  more  of  their  funds  at  home, 
thus  reducing  somewhat  the  strain  upon  the  city 
banks  in  emergencies.  Two  classes  of  banks,  local 
and  reserve  agent  banks,  were  proposed  to  take  the 
place  of  the  present  three  classes.    Both  classes  of 

>  See  th«  iMiiee  of  this  Jownal  for  Febniaiy  and  Auguet  1910. 
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banks  might  be  established  anywhere,  but  those 
choosing  to  become  reserve  agent  banks  would  be 
required  to  have  a  minimum  capital  of  $500,000  and 
would  be  obliged  to  carry  a  cash  reserve  of  25  per  cent, 
a  cash  reserve  of  10  per  cent  being  required  from  local 
banks.  In  order  to  render  more  certain  the  use  of 
reserves  in  emergencies  it  was  suggested  that  the 
banks  should  be  allowed  to  go  below  reserve  require- 
ments upon  the  payment  of  a  fine  sufficiently  onerous 
to  ensure  the  maintenance  of  reserves  in  normal  times, 
but  not  so  high  as  to  prevent  their  use  when  really 
needed.  An  asset  currency  limited  in  amount  to  40 
per  cent  of  the  capital  and  surplus  of  the  banks  was 
proposed,  to  take  the  place  of  the  bond-secured  notes. 
This  separation  of  the  circulating  medium  from  gov- 
ernment bonds  would  enable  the  government  to  avoid 
the  accumulation  of  a  large  surplus  in  the  treasury 
in  the  future.  Finally,  it  was  pointed  out  that  elas- 
ticity cannot  be  secured  while  the  present  practice 
of  paying  interest  on  bankers'  deposits  continues. 
The  payment  of  interest  upon  minimum  weekly  or 
fortnightly  balances  during  a  period  of  six  months 
was  suggested  as  a  way  out  of  this  unsatisfactory 
condition  of  affairs. 

The  adoption  of  these  proposals  would  diminish 
materially  in  emergencies  the  strain  upon  the  reserve- 
holding  banks  of  the  cities  and  would  also  increase 
somewhat  and  make  more  available  the  money  hold- 
ings of  the  banks  generally.  But  while  the  power 
to  meet  the  demand  for  loans  and  also  that  for  cash 
from  depositors  would  be  increased,  it  mtist  be  admitted 
that  no  absolute  certainty  is  secured  against  that 
senseless  scramble  between  the  banks  to  strengthen 
themselves  which  more  than  anything  else  has  caused 
the  breakdown  of  our  credit  machinery  on  every 
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occasion  of  severe  strain  in  the  past.  Bankers  must 
have  confidence  in  the  means  at  their  disposal,  and 
the  public  must  have  unquestioned  trust  not  only  in 
the  ultimate  solvency  of  the  banks  but  also  in  the 
ability  of  the  banks  to  maintain  payments  at  all 
times;  otherwise,  no  system,  however  strong  it  may 
be,  can  endure  the  strain  incidental  to  trade  reaction 
without  danger  of  financial  panic. 

Now,  altho  one  may  feel  convinced  that  the  means 
which  have  been  suggested  would  be  ample  to  enable 
the  banks  to  handle  emergencies  effectively,  it  becomes 
evident  that  something  more  is  needed  when  we  find 
that  the  officers  of  our  large  reserve-holding  city 
banks  are  of  the  opinion  that,  even  with  a  very  con- 
siderable increase  in  the  ratio  of  their  cash  holdings 
to  deposit  liabilities,  it  would  be  impossible  to  respond 
to  the  demands  which  would  be  made  upon  them  by 
country  banks  in  a  crisis  of  the  severity  of  that  of 
1907.  On  the  other  hand,  there  is  apparently  a 
widespread  and  growing  belief  among  bankers  that 
diflSculties  which  have  proved  overwhelming  in  the 
past  can  be  met  and  even  removed  through  the  estab- 
lishment of  some  kind  of  central  bank  or  central 
authority  in  our  banking  system.  It  is  urged,  and 
with  much  reason,  that  the  results  achieved  in  all 
countries  which  have  made  trial  of  institutions  of 
this  kind  would  give  it  an  initial  prestige  which  would 
be  a  source  of  great  strength.  It  is  also  pointed  out 
that  we  should  then  have  a  banking  influence  exercised 
with  a  deep  sense  of  responsibility,  and  above  all  that 
we  should  have  a  reserve  of  cash  and  of  lending  power 
which  could  certainly  be  turned  to  in  emergencies. 

The  promise  of  improvement  through  the  estab- 
lishment of  a  central  bank  would  seem  to  be  bright 
if  it  is  so  devised  as  to  fit  into  our  existing  complex 
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banking  machinery.  This  possibility  does  not,  how- 
ever, lessen  the  importance  of  proposals  designed  to 
strengthen  the  existing  banks  such  as  those  with  which 
the  preceding  articles  have  been  concerned.  On  the 
contrary  their  importance  is  rather  enhanced  if  the 
attainment  of  the  desired  results  is  to  be  secured 
through  the  device  of  a  central  bank.  The  danger 
that  other  banks  will  rely  wholly  upon  it  for  assistance 
in  emergencies  is  one  which  must  be  squarely  faced. 
The  restraining  power  which  a  central  institution 
can  exercise  in  periods  of  business  activity  over  twenty 
thousand  or  more  independent  local  banks  is  certainly 
slight,  far  less  than  that  over  the  comparatively  small 
number  of  banks  in  European  countries  in  which 
branch  banking  prevails.  Influenced  by  the  natural 
desire  for  large  profits,  oiu*  banks  have  shown  no 
evidence  of  any  appreciable  willingness  to  maintain 
themselves  in  a  stronger  condition  than  was  required 
by  law.  It  is  to  be  feared  that  the  mere  existence  of 
a  central  bank  will  tend  to  foster  the  growth  of  unsound 
conditions  by  relieving  the  other  banks  of  all  sense  of 
responsibility.  Moreover,  should  the  entire  burden 
in  emergencies  be  imposed  upon  the  central  bank, 
its  power  to  make  loans  and  to  extend  credit  must  be 
of  colossal  magnitude  if  it  is  to  be  able  to  prevent  the 
complete  breakdown  of  our  credit  machinery.  On 
the  other  hand,  regarded  simply  as  one  feature  of  a 
plan  for  strengthening  oiu*  banking  system,  a  central 
bank  with  restricted  functions  and  power  can  be 
devised  which  gives  far  more  certain  promise  of  im- 
provement. 

Writing  in  this  Journal  for  May,  1909,  I  pointed 
out  at  some  length  that  the  most  serious  and,  perhaps, 
insiumountable  obstacle  to  the  successful  working  of 
a  central  bank  in  this  country  is  found  in  the  employ- 
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ment  in  normal  times  of  even  a  part  of  the  vast  lending 
power  which  was  an  essential  feature  of  all  the  plans 
for  such  an  institution  which  had  been  brought  for- 
ward. Nor  has  this  diflSculty  been  overcome  in  any 
of  the  proposals  which  have  subsequently  appeared. 
Further  reflection,  however,  has  led  me  to  the  con- 
clusion that  a  central  bank  is  feasible  for  this  country; 
but  only  upon  two  conditions.  In  the  first  place,  the 
adoption  of  measures  designed  to  strengthen  the  other 
banks  is  necessary  in  order  to  diminish  the  strain 
upon  the  central  bank  and  consequently  the  need  of 
granting  it  the  colossal  lending  power  which  will 
otherwise  be  indispensable.  In  the  second  place,  it 
must  be  generally  recognized  that  it  is  not  the  primary 
function  of  a  central  bank  to  strengthen  our  system 
by  means  of  the  advances  which  it  may  make  to  other 
banks.  Through  a  central  bank  the  machinery  can 
be  provided  which  will  prevent  the  scramble  between 
the  banks  to  strengthen  themselves  in  emergencies 
and  which  will  also  greatly  diminish  the  withdrawals 
of  cash  by  individual  depositors  except  from  banks 
whose  solvency  is  in  question.  If  this  can  be  accom- 
plished it  would  never  be  necessary  for  a  central  bank 
to  make  large  advances  to  the  other  banks.  Its 
lending  function  would  be  distinctly  secondary  and 
its  power  to  extend  credit  could  be  limited  to  such 
comparatively  small  proportions  that  the  difi^culty  of 
handling  its  loan  account  in  normal  times  would  not 
be  of  serious  moment.  But  to  most  of  those  who  are 
favorably  inclined  towards  the  central  bank  proposal 
much  of  its  attractiveness  is  found  in  the  improve- 
ments in  oiu*  credit  arrangements  which  are  expected 
from  its  lending  operations.  Moreover,  the  view 
that  a  central  bank  with  extensive  lending  power 
cannot  be  made  to  fit  into  our  system  has  been  con- 
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troverted  by  high  authority  ^  and  the  conclusion  that 
this  view  is  without  real  foundation  has  gained  wide 
acceptance.  For  these  reasons  it  seems  advisable 
to  give  some  further  consideration  to  the  matter  before 
introducing  the  particular  proposal  which  is  the  main 
concern  of  this  article. 

Foreign  example,  tho  helpful,  must  be  followed  with 
extreme  caution  on  account  of  some  fundamental 
peculiarities  in  our  banking  organization  and  practice. 
The  power  of  banks  to  extend  credit  in  the  form  of 
deposits  is  restricted  in  all  countries  having  a  central 
bank,  with  the  single  exception  of  England,  on  account 
of  the  limited  use  of  checks.  Consequently  when  a 
given  amount  of  accommodation  is  secured  from  the 
central  bank  the  other  banks  are  not  able  to  naake 
very  much  more  than  an  equivalent  increase  in  their 
own  loans.  The  effect  of  advances  made  by  the  Bank 
of  England  is  far  more  considerable.  Upon  the  notes 
of  the  Bank  as  till  money  and  upon  balances  at  the 
Bank  as  reserves  rests  the  vast  deposit  credit  structiu:e 
of  the  other  banks.  Except  when  the  proceeds  of 
loans  are  being  used  to  meet  foreign  obligations  or 
payments  to  the  government,  advances  by  the  Bank 
of  England  serve  to  increase,  tho  indirectly,  the  fo\m- 
dation  upon  which  the  other  banks  extend  credit  in 
the  form  of  deposits  to  several  times  their  amount.* 
The  lending  operations  of  the  Bank  do  not,  however, 
restilt  in  dangerous  credit  expansion  because  its  power 
to  extend  loans  is  not  great,  and  even  that  limited 
power  is  exercised  with  great  caution.  It  is  unable 
to  extend  credit  in  the  form  of  notes,  since  its  note  is 

1  See  Paol  M.  Warbufi*!  A  United  Reeerra  Bank  of  the  United  Statee.  pp.  89-42. 

*  The  prooeiB  la  indirect  beeaiue  the  other  benke  do  not  redleoount  at  the  Bank  of 
England.  It  to  the  withdrawal  of  money  lent  to  bill  brokers,  who  In  turn  are  obllced 
to  borrow  from  the  Bank,  which  ■ervee  to  Inoreaae  bankers'  balances  at  the  central 
Institution. 
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virtually  a  gold  certificate;  and  tho  its  deposit  credits 
have  the  same  e£fect  upon  the  lending  power  of  the 
other  banks^  the  general  economic  and  financial  posi- 
tion of  the  London  money  market  seldom  permits  of 
their  rapid  increase.  A  large  amoimt  of  foreign  money 
is  regularly  employed  there,  and  any  considerable 
increase  in  the  loans  of  the  Bank  would  at  once  depress 
rates  and  induce  the  withdrawal  of  foreign  lenders. 

In  the  United  States  the  expansive  effect  upon  the 
volimie  of  credit  of  the  advances  made  by  a  central 
bank,  whether  in  the  form  of  notes  or  deposits,  would 
be  similar  in  kind  to  that  noted  in  the  case  of  the  Bank 
of  Eii^land.  But  the  difficulties  to  be  met  would  be 
far  more  unmanageable.  It  is  agreed  upon  all  hands 
that  there  is  no  likelihood  of  securing  favorable  action 
upon  a  plan  for  a  central  bank  if  it  is  to  compete  in 
any  substantial  way  with  existing  banks.  Its  loans 
are  to  be  made  to  the  other  banks  either  in  the  form 
of  notes,  which,  unlike  those  of  the  Bank  of  England, 
are  to  be  credit  instruments;  or  in  the  form  of  deposits 
on  its  books.  Both  its  notes  and  deposits  would  be 
considered  (and  necessarily  so  if  the  bank  is  to  be  able 
to  handle  emergencies)  as  reserves  by  the  other  banks. 
Upon  these  reserves  they  would  without  much  doubt 
build  up  deposit  credits  to  the  extent  permitted  by 
law  or,  in  the  absence  of  legal  limitation,  to  such  limits 
as  might  be  deemed  safe  by  the  officers  of  the  individual 
banks. 

It  is  contended,  however,  that  the  danger  of  excessive 
credit  expansion  resulting  from  the  operations  of  a 
central  bank  would  be  slight  because  the  Bank  would 
rediscount  only  paper  of  the  very  highest  quality, 
and  that  it  would  be  overcome  entirely  by  means  of 
a  sliding  spale  of  discount.  But  the  character  of  the 
security  which  will  be  acceptable  will  not  appreciably 
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affect  the  situation  one  way  or  the  other.  Practically 
all  banks  have  some  paper  which  would  meet  the 
most  exacting  of  tests.  The  root  of  the  difficulty  is 
found  in  the  use  which  will  be  made  of  the  additional 
lending  power  thus  secured  by  the  other  banks.  While 
in  some  instances  this  power  might  be  used  to  make 
further  loans  of  the  same  high  character,  there  is  quite 
as  great  a  possibility  of  its  emplojrment  in  under- 
writing s}mdicates  or  in  collateral  loans  to  customers 
the  proceeds  of  which  will  be  used  for  speculative 
purposes. 

The  effectiveness  of  a  sliding  rate  of  discoimt  in 
preventing  undue  credit  expansion  is  also  far  from 
certain.  Where,  as  in  England,  foreign  financial 
dealings  are  large  relatively  to  those  of  purely  domestic 
origin,  the  course  of  the  foreign  exchanges  is  a  deUcate 
barometer  of  the  credit  position,  and  it  is  a  compara- 
tively easy  matter  for  the  officers  of  central  banks  to 
adjust  their  rates  to  meet  chan^ng  circumstances. 
In  the  United  States  the  credit  furnished  by  the  banks 
is  almost  entirely  utilized  for  domestic  piuposes. 
Excessive  credit  expansion  is  but  remotely  reflected 
in  the  market  for  foreign  exchange.  It  would,  there- 
fore, be  unusually  difficult  for  the  central  bank  to 
adjust  its  rates  so  as  to  promote  business  activity 
when  that  would  be  of  general  advantage  and  to 
exercise  restraint  when  that  becomes  necessary. 

But  there  is  a  far  more  serious  obstacle  to  successful 
results  from  a  sliding  scale  of  discount.  Partly  on 
account  of  the  differences  in  the  average  quality  of 
loans  but  mainly  on  account  of  the  absence  of  branch 
banking,  there  is  a  wide  difference  in  lending  rates 
between  various  sections  of  the  country.  If  the 
central  bank  is  to  lend  everywhere  at  a  rate  which 
would  just  make  it  of  advantage  for  the  banks  of  the 
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eastern  money  centers  to  resort  to  it  for  discounts, 
it  would  be  overwhelmed  with  requests  for  loans  from 
banks  in  those  sections  of  the  country  in  which  rates 
are  high  and  an  excessive  proportion  of  its  funds  would 
be  thus  absorbed.  It  might,  indeed,  lend  at  different 
rates  in  the  various  sections.  But  it  is  extremely 
unlikely  that  public  opinion  would  tolerate  such 
diflterenoes,  especially  if  the  bank  were  granted  a 
monopoly  of  issue  and  held  large  government  deposits. 
The  demand  that  lending  resources  be  distributed 
evenly  has  not  occasioned  serious  difficulty  to  central 
banks  in  other  countries,^  but  in  the  United  States 
there  is  certain  to  be  such  a  demand,  because  owing 
to  the  absence  of  branch  banking  it  would  be  one  of 
an  entirely  reasonable  nature. 

Credit  is  but  imperfectly  fluid  in  a  system  of  numer- 
ous independent  local  banks.  Loanable  funds  flow 
readily  from  coimtry  banks  and  those  of  small  cities 
to  the  large  cities  and  especially  to  New  York.  But 
with  us,  imlike  the  countries  with  branch  banking, 
the  movement  goes  no  further.  Our  money  centers 
are  reservoirs  for  the  collection  of  funds  which  can- 
not be  employed  either  temporarily  or  permanently 
at  home,  but  they  are  unsatisfactory  distributing 
agents.  Even  tho  the  demand  for  loans  in  its  neigh- 
borhood is  large,  the  local  bank  can  get  little  from 
the  money  centers  beyond  what  it  has  deposited  or 
employed  there.  In  England  it  makes  little  difference 
where  or  to  whom  the  Bank  of  England  makes  its 
advances.  Credit  may  be  likened  to  a  reservoir  the 
general  level  of  which  is  raised  or  lowered  by  the  loans 
of  the  central  bank.  In  this  country  there  are  as 
many  reservoirs  as  there  are  banks  or  at  least  locali- 

*  The  asrazlan  demand  for  acrtcultural  credits  has  been  the  nearest  approach  In 
Continental  coantrtes. 
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ties.  Loans  made  by  a  central  bank  in  Boston  or 
Baltimore  or  even  in  New  York  would  not  enable 
banks  in  Seattle  or  Galveston  to  lend  more  freely. 
In  these  circumstances  a  central  bank  would  be  obliged 
to  lend  in  each  locality  and  enormous  pressure  would 
be  brought  to  bear  to  remove  any  obstacle,  such  aa 
a  discriminating  rate  of  discount,  even  tho  it  might 
be  based  upon  the  soundest  of  banking  principles. 
And  in  carrying  through  contraction  the  management 
of  a  central  bank  would  be  faced  by  an  even  more 
perplexing  problem.  It  would  be  necessary  to  con- 
sider the  situation  in  each  locality  and  to  apply  pres- 
sure only  where  credit  had  been  expanded  beyond 
safe  limits  and  in  proportion  to  the  extent  of  the 
expansion.  Can  we  expect  local  opinion  to  coincide 
generally  with  that  of  the  management  of  a  central 
bank  ?  Often,  it  is  to  be  feared,  aggrieved  localitiea 
would  feel  that  they  were  being  treated  less  liberally 
in  the  case  of  expansion  and  more  severely  in  the  case 
of  contraction  than  neighboring  and  competing  com- 
munities. 

II 

All  these  difBculties,  it  will  be  observed,  have  a 
common  origin.  They  will  disappear  if  it  can  be 
shown  that  a  central  bank  can  perform  its  essential 
functions  without  that  enormous  lending  power  which 
will  bring  upon  it  an  irresistible  demand  for  accom- 
modation from  other  banks  in  periods  of  active  busi- 
ness. It  would  then  be  recognized  at  the  outset  that 
it  is  not  to  be  primarily  a  lending  institution  and  that 
its  powers  can  be  so  limited  as  to  shield  it  from  unrea- 
sonable requirements. 

There  is  a  consensus  of  opinion  that  the  withdrawal 
and  hoarding  of  cash  in  emergencies  by  both  individ- 
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uate  and  banks  has  been  due  not  so  much  to  doubt 
of  ultimate  solvency  as  to  fear  that  the  banks  would 
temporarily  suspend.  If  this  fear  can  be  removed, 
emergency  requirements  for  cash  and  the  consequent 
sudden  contraction  of  loans  to  which  the  banks  have 
resorted  in  the  past,  would  no  longer  be  of  serious 
mom^it.  The  mere  existence  of  a  central  bank 
fiimly  established  in  public  confidence  would  largely 
do  away  with  those  temporarily  large  cash  require- 
ments which  have  proved  too  heavy  a  burden  for 
banks.  Certainly  it  would  not  have  been  necessary 
for  it  to  pay  out  any  such  quantity  of  money  as  would 
have  been  needed  by  existing  banks  in  order  to  allay 
distrust  in  any  one  of  our  past  crises. 

But  the  diminution  in  cash  withdrawals  through 
the  establishment  of  a  central  bank  is  not  limited  to 
the  general  effect  of  the  greater  confidence  in  our 
banking  system  which  it  might  create.  Through  its 
means  more  direct  influences  can  be  exerted  which 
will  so  reduce  emergency  withdrawals  that  they  will 
become  a  n^ligible  factor  in  the  working  of  our  credit 
machinery.  This  can  be  accomplished  with  advan-- 
tage  to  the  other  banks  and  without  involving  any 
loss  of  liberty  in  the  management  of  their  affairs. 
The  means  are  very  simple:  it  is  only  necessary  to 
make  the  central  bank  the  organ  for  settlements  of 
clearing  house  balances  in  the  important  cities  and 
also  for  handling  payments  and  transfers  of  money 
between  different  sections  of  the  country.  In  other 
words,  its  primary  function  would  be  that  of  a  clearing 
house  for  the  entire  country  with  which  the  other 
banks  would  become  so  closely  related  in  normal  times 
that  it  would  be  entirely  unlikely  that  the  connection 
would  be  severed  in  emergencies. 

The  importance  attached  to  this  function  is  the 
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fundamental  novelty  in  the  present  central  bank 
proposal.  Its  si^ificance  must  therefore  receive 
somewhat  detailed  exposition. 

The  ordinary  clearing  house  affords  a  familiar 
indication  of  what  may  be  accomplished  through  a 
central  bank  in  economizing  the  use  of  money  by 
diminishing  the  aggregate  withdrawals  from  the 
banks  and  by  making  them  more  regular  in  amount 
from  day  to  day.  A  clearing  house  has  the  imme- 
diately practical  function  of  simplifying  the  daily 
settlements  between  the  banks  of  a  locality.  But  its 
operation  has  another  and  even  more  important 
result:  that  of  reducing  very  largely  the  amount  of 
money  required  in  the  conduct  of  banking,  at  least 
in  normal  times.  If,  for  example,  each  bank  in  New 
York  made  daily  cash  settlements  with  all  the  other 
banks  of  the  city  singly,  it  is  obvious  that  a  very  much 
larger  part  of  the  money  holdings  of  the  banks  would 
be  in  constant  use.  It  might  even  happen  that  all 
the  money  held  by  a  bank  would  be  paid  out  in  meeting 
unfavorable  balances  with  some  of  the  banks,  tho  it 
might  be  more  than  replaced  in  the  coiu'se  of  the  day 
by  money  received  from  the  remaining  banks  agunst 
which  it  had  favorable  balances.  Clearly,  then,  if 
clearing  balances  were  settled  by  means  of  transfers 
on  the  books  of  a  central  bank  instead  of  with  cash 
there  would  be  a  still  further  economy  in  its  use. 
This  is  the  London  practice;  and  it  reduces  materially 
the  amount  of  coin  or  notes  which  would  otherwise 
be  withdrawn  day  by  day  from  the  Bank  of  England. 
The  aggregate  balances  of  the  other  banks  at  the 
Bank  of  England  may  remain  stationary  while  wide 
fluctuations  may  be  of  daily  occurrence  in  that  of 
any  particular  bank.  Fluctuating  withdrawals  of 
cash  are  avoided  which,  even  tho  temporary,  would 
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make  it  necessary  for  the  Bank  to  hold  a  larger  reserve 
than  is  now  required. 

Economizing  the  use  of  cash  is  not,  however,  the 
most  important  result  which  would  follow  from  the 
settlement  of  clearing  house  balances  through  a  central 
bank.  It  would  stand  ready  to  make  advances  when 
necessary  to  banks  whose  reserves  had  been  depleted. 
The  possibility  of  securing  such  accomjnodation 
would  render  entirely  unnecessary  the  resort  to  the 
issue  of  clearing  house  loan  certificates  in  emergencies. 
Advances  by  the  central  bank  would  be  far  more 
effective  because  they  could  be  made  without  the 
delay  and  inevitable  publicity  which  destroys  much 
of  the  usefulness  of  that  instrument  as  an  emergency 
device.  Moreover,  the  working  at  cross  purposes 
among  the  banks,  which  in  the  absence  of  provision 
for  the  equalization  of  reserves  has  always  continued 
after  the  issue  of  loan  certificates,  would  be  entirely 
prevented.^  The  central  bank  would  be  in  position 
to  refuse  accomodation  to  banks  seeking  to  strengthen 
themselves  unnecessarily  when  well  able  to  meet  their 
obligations  with  their  own  cash  resources. 

It  is  to  be  assumed  that  the  central  bank,  if  it  is  to 
perform  such  functions  in  any  adequate  fashion, 
would  establish  branches  in  all  the  important  com- 
mercial and  financial  cities  of  the  country.  Let  it 
be  assumed  also  that  settlement  of  clearing  house 
balances  would  generally  be  made  by  means  of  trans- 
fers on  its  books.  Then  the  following  results  of  the 
first  importance  would  follow.  The  Bank  would  be 
enabled  to  handle  much  business  by  means  of  deposit 

I  This  Mibjeet  is  diwoned  In  the  fint  of  the  present  aeiles  of  artldee,  In  the  Feb- 
nimry  nnmber  of  thle  JounuJ,  pp.  384-340.  It  !■  much  more  fuUy  treated  In  the 
wiitcr'a  HJetonr  of  Crieee  luder  the  National  Banlring  System  reoently  pnbllahed  by 
the  National  Monetary  Commletlon.  See  especially  references  luder  CSearing  House 
Loan  Certlileatea  and  Kgnahsatlon  of  Reserves  In  the  index. 
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credits  on  its  books  which  would  otherwise  involve 
the  issue  of  notes  or  the  withdrawal  of  coin  from  its 
reserves.  The  pressure  on  the  Bank  in  emergencies 
would  be  materially  diminished,  because  it  would 
be  in  position  to  insist  upon  the  use  of  the  cash  re- 
sources of  the  other  banks.  This  would  be  a  very 
great  gain,  especially  if  means  of  strengthening  the 
other  banks,  such  as  were  urged  in  the  two  preceding 
articles,  should  be  adopted.  Instead  of  relieving  the 
other  banks  of  their  responsibilities,  the  central  bank, 
it  will  be  seen,  would  exert  a  powerful  influence  in 
securing  the  regular  performance  of  their  duties. 
Finally,  the  vital  cause  of  weakness  which  has  invari- 
ably manifested  itself  on  every  occasion  of  crisis  would 
largely  disappear.  At  such  times  our  banking  system 
has  been  subjected  to  intolerable  strain  because  of 
the  wholesale  withdrawal  by  country  banks  and  those 
of  the  smaller  cities  of  balances  deposited  in  the  banks 
of  the  large  cities  and  especially  in  the  banks  of  New 
York.  Tho  unreasoning  fear  has  prompted  this 
action  to  some  extent,  the  main  cause  has  been  the 
well-grounded  belief  that  the  city  banks  would  discon- 
tinue currency  shipments  and  temporarily  suspend 
payments.  Confidence  that  payments  will  be  main- 
tained by  city  banks  will  certainly  do  much  to  reduce 
withdrawals  within  limits  set  by  the  actual  needs  of 
the  country  banks,  and  those  needs  will  in  turn  be 
greatly  lessened  if  individual  depositors  acquire  con- 
fidence in  the  capacity  of  the  banking  system  as  a 
whole  to  meet  occasions  of  severe  strain. 

There  remains  for  consideration  still  another  means 
for  diminishing  and  r^ulanzing  the  movements  of 
cash  between  banks  by  means  of  facilities  which  can 
be  provided  by  a  central  bank.  At  present  many 
banks   are   separated   by   enormous   distances   from 
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their  reserve  agents.  When  a  bank  thus  situated 
finds  it  necessary  to  increase  its  cash  holdings,  either 
to  meet  regular  requirements,  such  as  those  for  crop- 
moving  purposes,  or  in  order  to  be  on  the  safe  side 
in  emergencies,  it  will  naturally  call  for  a  larger  ship- 
ment of  currency  from  city  banks  than  there  is  any 
great  likelihood  that  it  will  be  obliged  to  use.  The 
available  statistics  tho  incomplete  indicate  that  very 
much  more  money  is  withdrawn  from  city  banks 
every  autumn  than  is  actually  used  by  the  country 
banks  for  crop-moving  purposes. 

This  defect  in  our  system  can  be  remedied  and  at 
the  same  time  other  important  advantages  gained  if 
the  central  bank  establishes  a  system  for  handling  the 
domestic  exchanges  between  all  the  places  in  which 
it  has  branches,  by  means  of  which  all  pajmtients 
between  banks  can  be  met  by  transfers  on  its  books. 
The  Reichsbank  has  perfected  a  system  of  this  sort 
which  has  proved  of  great  advantage,  making  it  pos- 
sible to  make  payments  throughout  the  country 
speedily  and  at  a  minimum  of  expense.^  The  service 
is  open  both  to  banks  and  to  individuals,  the  only 
condition  being  the  maintenance  of  a  balance  at  the 
Bank  the  amount  of  which  is  determined  by  the  volume 
of  transfers  in  each  particular  instance.  Whether 
in  case  such  a  system  is  adopted  in  this  country  it 
should  be  available  for  individuals  need  not  be  defi- 
nitely decided  at  the  outset.  Until  the  machinery 
is  perfected  it  would  seem  the  wiser  course  to  restrict 
its  use  to  the  banks  alone.  The  economy  in  the  use 
of  cash  which  might  be  secured  in  this  way  is  evident. 
Suppose  a  bank  in  Utah  were  to  draw  upon  its  balance 


*■  For  fuQ  detallt  rwgarrttng  tlie  Qiro-Terkehr  aystem  of  the  Relehflbank  see  the 
▼olame  entitled  BdJeoellaneous  Artldee  on  German  Banking,  pp.  171-218,  published 
by  the  National  Monetaiy  Commission. 
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in  some  one  of  the  New  York  banks.  The  latter 
would  simply  transfer  the  amount  through  the  central 
bank  to  the  branch  of  the  central  bank  in  the  vicinity 
of  the  Utah  correspondent.  The  latter,  having  its 
funds  in  its  immediate  neighborhood,  would  only  draw 
them  out  gradually  from  day  to  day  as  the  need  arose. 
Moreover,  the  central  bank  would  not  have  to  ship 
funds  from  New  York;  even  if,  like  the  Bank  of  England, 
it  were  only  able  to  issue  a  note  which  is  merely  a  gold 
certificate,  it  would  still  be  able  to  keep  a  supply  of 
its  notes  at  all  of  its  branches,  and  from  this  supply 
it  could  pay  out  anywhere  an  amount  of  notes  equal 
to  its  cash  holdings,  which  would  doubtless  be  largely 
concentrated  in  New  York.  Finally,  it  may  be  noted 
that  this  system  would  make  it  impossible  for  the 
reserve-holding  city  banks  to  refuse  to  meet  the  de- 
mands of  their  banking  depositors  for  funds.  The 
country  bank  would  be  able  to  send  a  draft  on  its 
reserve  agent  for  collection  through  the  central  bank 
and  this  draft  would  go  through  the  clearing  house 
in  the  city  where  the  reserve  agent  was  situated. 

Apart  from  its  importance  in  emergencies  a  universal 
system  of  transfers  through  a  central  bank  would 
have  important  advantages  in  normal  times.  The 
present  situation  regarding  the  domestic  exchanges 
is  far  from  satisfactory  either  to  the  business  com- 
munity or  to  the  banks.  Collections  and  payments 
are  subject  to  delay  and  involve  heavy  expense,  bur- 
densome to  most  banks  tho  to  some  extent  shifted 
upon  their  customers.  Practically  the  entire  expense 
of  the  domestic  exchanges  could  be  saved.  The  actual 
cost  to  the  central  bank  would  be  far  less  than  that 
inevitable  under  the  present  system,  or  lack  of  system; 
and  such  expenses  as  it  would  incur  would  be  met  by 
the  profits  arising  from  the  balances  which  the  other 
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banks  would  be  obliged  to  maintain  in  order  to  make 
use  of  the  service.  The  maintenance  of  these  balances 
need  not  be  an  added  expense  to  the  banks,  even  tho 
no  interest  upon  them  could  be  allowed.  Such  bal- 
ances might  properly  be  included  as  a  part  of  the 
required  cash  reserves  of  the  banks,  not  merely  a 
part  of  their  reserves  which  may  be  deposited  with 
other  banks.  It  seems  neither  necessary  nor  desirable 
to  overturn  our  present  system  of  deposited  reserves 
by  taking  away  a  large  portion  of  the  funds  with  which 
the  present  reserve-holding  banks  conduct  their  busi- 
ness and  transferring  them  to  a  central  bank.  Such 
a  great  change  would  make  the  central  bank  an  insti- 
tution of  imwieldy  size  and  would  deprive  country 
banks  of  all  retiun  upon  that  part  of  their  reserve; 
and  it  might  lead  to  a  wasteful  retention  of  all  their 
required  reserve  in  the  form  of  cash  in  their  own 
vaults.  The  plan  proposed  would  give  the  central 
bank  a  moderate  volume  of  bankers'  deposits,  leaving 
the  present  arrangement  imchanged  aside  from  the 
modifications  suggested  in  the  first  article  of  this 
series. 

One  further  means  of  improvement  remains  for 
consideration.  It  is  closely  related  to  the  proposal 
which  has  just  been  discussed,  but  does  not  involve  any 
action  on  the  part  of  a  central  bank.  In  a  country 
80  large  as  the  United  States  it  would  be  difficult  and 
perhaps  undesirable  to  establish  a  system  for  collec- 
tion of  all  checks  through  a  single  institution.  Tho 
experience  might  indicate  that  such  an  arrangement 
was  feasible,  it  would  greatly  simplify  matters  at 
the  outset  to  provide  through  a  central  bank  only 
the  machinery  needed  to  make  transfers  between  the 
localities  in  which  it  might  open  branches,  leaving 
to  the  various  clearing  houses  the  task  of  handling 
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settlements  in  their  immediate  neighborhood.  Ab^ady 
a  few  clearing  houses  (among  which  that  of  Boston 
is  the  most  important)  have  in  successful  operation 
arrangements  for  handling  checks  from  surrounding 
country  banks.  The  cost  of  collection  has  been 
materially  reduced;  to  such  an  extent  that  banks 
can  afford  to  take  country  checks  at  par.  The  average 
time  for  collection  has  also  been  greatly  reduced,  with 
the  result,  among  other  advantages,  of  preventing 
the  vicious  practice  resorted  to  by  some  weak  banks 
of  living  largely  upon  the  proceeds  of  collections  for 
which  they  remit  only  after  much  delay.  This  method 
of  handling  country  checks  seems  to  have  had  some- 
thing to  do  with  the  maintenance  in  New  England 
of  regular  settlements  between  banks  even  during 
the  crisis  of  1907.  Where  such  a  mechanism  is  pro- 
vided, ensuring  the  steady  and  automatic  presenta- 
tion and  payment  of  checks  and  drafts,  there  is  much 
less  likelihood  that  a  bank  will  resort  to  delays  and 
evasions  as  a  means  of  strengthening  itself  in  emer- 
gencies than  imder  a  regime  which  allows  even  in 
normal  times  more  or  less  habitual  delay.^ 

With  our  existing  banks  strengthened  in  ways 
such  as  were  suggested  in  the  two  preceding  articles, 
and  with  a  central  bank  in  position  to  insist  upon  the 
full  use  of  their  resources  in  handling  emergencies, 
there  would  be  little  need  of  direct  assistance  from 
that  institution.  It  should  have  sufficient  lending 
power  to  give  confidence  in  the  stability  of  our  bank- 
ing system,  but  not  the  enormous  strength  which 
would  be  required  if  it  were  to  be  the  entire  support 
of  our  credit  structure  in  periods  of  financial  strain. 
In  short,  according  to  this  plan  the  management  of 

*  On  mothoda  of  oleailiic  oountiy  oheoks  see.  In  tbe  National  Monetaiy  Commla- 
■lon  Pttblicationa,  J.  G.  Cannon,  Clearing  Houoea,  pp.  58-04,  209-876. 
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the  central  bank  may  be  likened  to  the  general  staff 
of  an  army,  while  the  bank  itself  in  the  exercise  of  its 
powers  will  be  analogous  to  a  reserve  rather  than  an 
attacking  force. 

Ill 

It  does  not  come  within  the  scope  of  this  paper  to 
present  a  detailed  plan  of  organization  for  a  central 
bank,  still  less  to  set  forth  the  legislative  restrictions 
upon  its  powers  or  the  policy  which  should  be  followed 
by  its  management.  These  are  matters  which  may 
be  left  for  settlement  if  its  primary  functions  are 
agreed  to  be  of  the  kind  which  has  been  outlined. 
Attention  will  be  directed  in  conclusion  to  a  few 
matters  of  special  importance  or  difficulty  which  should 
be  kept  in  view  in  working  out  the  details  of  a  plan 
for  a  central  bank. 

Foreign  experience  shows  very  clearly  that  successful 
results  have  been  achieved  by  central  banks,  diffeiicg 
widely  one  from  another  in  the  details  of  their  organ- 
ization. In  the  attainment  of  the  objects  in  view 
from  the  establishment  of  such  an  institution,  there- 
fore, the  determination  of  the  most  suitable  form  of 
organization  for  this  country,  while  an  occasion  for 
constructive  thought  of  a  high  order,  is,  after  all,  a 
matter  of  secondary  importance.  One  thing,  however, 
is  essential.  Much  of  the  opposition  to  a  central 
bank  of  any  kind  is  based  upon  the  fear  that  it  might 
be  controlled  and  used  for  selfish  purposes  by  the 
powerful  financial  groups  which  control  the  large 
reserve-holding  New  York  banks.  This  is  not  a  very 
serious  danger  under  any  circumstances,  because  a 
central  bank  is  made  very  nearly  immune  from  such 
attempts  by  the  publicity  which  attends  its  opera- 
tions and  even  more  by  the  constant  public  interest 
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in  its  condition  and  policy.  As  a  positive  safeguard, 
however,  the  form  of  organization  can  without  diffi- 
culty be  made  such  that  the  fears  of  the  most  dis- 
trustful should  be  allayed.  The  management  might 
be  made  entirely  independent  of  the  shareholders, 
as  is  the  case  with  all  central  banks  except  the  Bank 
of  England.  A  part  of  the  directorate  might  well  be 
appointed  by  the  federal  government,  tho  perhaps 
not  the  majority;  and  certainly  not  the  entire  board 
as  is  the  practice  in  most  countries,  the  represen- 
tatives of  the  shareholders  having  only  an  advisory 
function.  The  national  banks,  organized  into  dis- 
tricts for  the  purpose,  might  well  be  empowered  to 
choose  some  or  even  all  of  the  directorate,  quite  re- 
gardless of  whether  the  capital  is  to  be  subscribed  by 
them  or  not.  Finally,  if  the  capital  is  to  be  furnished 
by  individuals,  the  shareholders  might  have  the  power 
to  choose  some  number,  less  than  a  majority,  of  the 
board.  All  three  of  these  parties  in  interest  might 
share  in  determining  the  composition  of  the  manage- 
ment of  the  bank.  By  any  one  of  the  means  suggested 
the  likelihood  of  the  bank  being  controlled  for  selfish 
purposes,  even  for  a  short  time,  would  be  practically 
nil  and  for  any  prolonged  period  an  absolute  impossi- 
bility. 

There  remains  for  consideration  another  safeguard 
which  would  in  large  measure  render  valueless  a  suc- 
cessful attempt  at  gaining  control.  In  Europe,  cen- 
tral banks  employ  their  funds  mainly  in  discounts 
or  rediscoimts  of  trade  bills,  tho  they  also  make  (in- 
variably at  a  higher  rate)  a  moderate  amount  of 
advances  upon  collateral  security.  In  this  coimtry, 
it  would  probably  be  found  advisable  to  prohibit 
entirely  the  making  of  collateral  loans.  Such  loans 
have  altogether  too  much  vogue  at  present,  our  bankers 
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greatly  exaggerating  their  liquidness,  at  least  in 
emergencies.  Moreover,  in  the  development  of  the 
trade  and  industry  of  the  country  they  are  of  far  less 
importance  than  the  commercial  bill.  To  a  very 
considerable  extent  they  merely  enable  weak  holders 
to  retain  a  large  mass  of  securities  which,  if  held  by 
persons  able  to  pay  for  them  outright,  would  do  much 
to  strengthen  our  financial  position.  Of  course,  the 
restriction  of  the  business  of  the  central  bank  to 
dealings  in  conmiercial  paper  would  not  prevent 
resort  to  it  by  banks  seeking  additional  fimds  to  be 
used  in  collateral  loans,  since  all  banks  are  certain 
to  have  some  paper  of  the  commercial  variety.  But 
it  would  simplify  matters  to  a  very  considerable  extent 
for  the  management,  and  would  also  vastly  diminish 
the  utility  of  the  bank  to  any  particular  financial 
group  and  consequently  the  temptation  to  seek  a 
controlling  voice  in  its  management. 

In  recent  discussion  of  the  advantages  which  may 
be  derived  from  a  central  bank  much  has  been  said 
of  the  desirability  of  domesticating  the  bank  accept- 
ance in  this  country.^  It  is  urged  that  in  its  absence 
the  loans  of  the  banks  are  not  and  cannot  become 
truly  liquid  and  also  that  through  its  use  a  loan  market, 
as  wide  as  the  country,  may  be  developed,  so  that  all 
borrowers  would  secure  the  same  rate  upon  a  given 
grade  of  security.  The  proposal  is  attractive.  But 
it  is  open  to  serious  objections;  and  fortimately  much 
of  the  advantage  promised  can  be  secured  by  other 
means  involving  far  less  danger. 

If  an  acceptance  will  serve  the  requirements  of  a 
borrower  he  is  far  more  likely  to  be  accomodated  by 

>  NfttloiMl  Monetary  Commtorion  PobltoaUonf;  The  Dieoount  Market  of  Europe, 
by  PmU  M.  Waibnrc;  end  Bank  Aeoeptanoes,  by  L.  M.  Jaoobe. 
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a  bank  than  if  it  were  necessary  to  grant  him  a  loan. 
In  both  instances  the  bank  incurs  an  obligation.  In 
the  case  of  the  acceptance  the  obligation  is  entirely 
contingent  upon  the  inability  of  the  borrower  to  meet 
the  bill  when  it  matures.  In  the  case  of  the  loan  the 
bank  is  subject  to  the  same  possibility  of  loss  from 
the  failure  of  the  borrower  to  meet  his  obligations; 
but  it  has  also  the  immediate  obligation  to  supply 
him  with  the  proceeds  of  the  loan.  The  use  of  the 
bank  acceptance  involves  a  danger  of  excessive  credit 
expansion  which  is  most  serious  under  our  system  of 
twenty  thousand  or  more  banks.  Foreign  example 
affords  no  indication  whatever  of  what  the  results 
might  be.  In  England,  with  its  small  number  of 
banks  of  large  average  size,  this  business  has  been 
until  recently  carefully  avoided,  having  been  con- 
ducted entirely  by  a  small  number  of  accepting  houses. 
On  the  Continent  the  acceptance  has  been  in  more 
general  use,  having  been  developed  at  first  by  private 
bankers,  a  very  conservative  class.  Tho  from  the 
beginning  of  their  history  adopted  by  incorporated 
banks  also,  it  must  be  remembered  that  the  number 
of  such  institutions  has  never  been  large  and  that 
they  have  been  generally  of  considerable  size. 

The  bank  acceptance  would  seem  to  be  indispen- 
sable in  connection  with  the  financing  of  foreign  trade ; 
but  for  purely  domestic  trade  its  utility  is  relatively 
slight  and  its  use  seems  to  be  generally  declining. 
In  our  foreign  trade  it  might  readily  be  developed 
by  foreign  exchange  banks,  and  this  may  be  expected 
when  rates  for  loans  in  this  country  decline  to  Euro- 
pean levels  so  that  it  will  be  profitable  to  employ  our 
capital  for  that  purpose. 

In  purel}'-  domestic  dealings  the  advantages  promised 
from  the  use  of  the  bank  acceptance  can  be  secured 
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by  other  meanB  involving  far  less  risk  of  excessive 
credit  expansion.  Even  at  present,  many  borrowers 
throughout  the  country  secure  through  note  brokers 
the  lowest  rates  current  on  commercial  loans.  These 
rates,  as  well  as  those  on  commercial  loans  secured 
directly  from  the  banks,  are  unreasonably  high  judged 
by  foreign  standards,  inasmuch  as  they  are  higher 
than  rates  for  collateral  loans.  If  it  may  be  assumed 
that  banking  profits  are  not  excessive  at  present,  it 
follows  that  all  that  can  be  expected  through  the 
adoption  of  any  change  in  our  credit  machinery  is  a 
reversal  of  the  relationship  between  these  two  classes 
of  loans.^  This  will  be  accomplished  through  the 
central  bank  if  its  operations  are  confined  to  com- 
mercial paper.  Indeed,  it  is  the  practice  of  lending 
at  lower  rates  on  trade  bills  than  on  collateral  loans 
by  the  European  central  banks,  rather  than  the  bank 
acceptance,  that  gives  the  former  its  relatively  low 
rate.  Further,  it  is  the  preferential  treatment  of 
commercial  paper  which  gives  it  its  liquid  character 
in  foreign  countries.  The  same  policy  followed  by 
a  central  bank  here  will  make  the  trade  bill,  whatever 
its  form,  a  more  liquid  asset  for  the  banks  than  the 
collateral  loan  and  will  consequently  secure  for  it  a 
more  satisfactory  rate. 

Most  of  the  plans  for  a  central  bank  have  agreed  in 
assigning  to  it  a  capital  of  something  like  $100,000,000. 
But  this  amount  would  seem   to   be  excessive  for 


>  Enropcaa  baiik«n  might  eini>loy  tonpormrUy  Idle  funds  In  our  oommerdal  bill 
market  If  the  tMuik  aooeptance  were  ad<vted,  but  the  amount  of  such  funds  would 
inobftbly  not  be  large  enough  to  affect  appreciably  the  rate  for  loans.  The  wide 
fluetuatlons  in  foreign  exchange  rates  between  markets  separated  by  wide  distanees 
would  be  an  obstacle.  MoreoTsr.  it  would  be  extoemely  hasardous  to  become  de- 
pendent upon  large  amounts  of  so  fluctuating  a  resource.  It  is  not  a  serious  matter 
in  London  because  in  addition  to  its  own  domestic  and  foreign  trade  the  foreign  trade 
of  other  countries  is  also  largely  financed  there. 
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a  bank  of  the  kind  here  suggested.  A  capital 
$50,000,000  would  be  considerably  greater  than  tl 
of  any  other  central  bank  except  that  of  the  Bank 
England,  whose  capital  is  entirely  tied  up  in  the  g< 
emment  debt.  Dividends  upon  the  shares  of  1 
bank  should  be  limited  either  to  a  fixed  maximum 
by  turning  over  to  the  government  a  progressiva 
increasing  proportion  of  profits.  Even  with  proi 
limited  in  this  way,  however,  a  large  capital  invi 
the  danger  of  an  unnecessary  extension  of  the  ope 
tions  of  the  bank  in  order  to  earn  a  moderate  reti 
to  shareholders. 

Experience  shows  very  conclusively  that  it  is  imw 
to  hamper  a  central  bank  with  restrictions  upon  1 
extent  to  which  it  may  extend  its  credits  either  in  1 
form  of  notes  or  deposits.  Presumably  a  cent 
bank  in  this  country  would  find  it  desirable  to  ma 
tain  in  normal  times  a  specie  reserve  of  at  least 
per  cent  against  its  demand  liabilities,  but  it  sho\ 
feel  no  hesitation  in,  and  certainly  should  not  be  p 
vented  by  law  from,  going  as  far  below  that  proporti 
as  might  be  necessary  in  handling  emergencies.  £ 
legislative  provisions,  which  without  limiting  1 
possible  amoimt  would  impede  somewhat  the  is£ 
of  its  notes,  might  serve  the  useful  purpose  of  shield! 
the  bank  from  unreasonable  demands  for  accomoc 
tion.  No  advantage  is  to  be  gained  through 
increase  in  the  amount  of  paper  substitutes  for  c< 
so  long  as  the  present  undesirably  large  increase 
the  gold  supply  of  the  world  continues.  Both  moi 
tary  and  banking  requirements  would  seem  to  be  b< 
served  by  granting  the  bank  the  right,  free  fn 
taxation,  to  issue  an  amount  of  notes  equal 
its  gold  holdings,  while  all  additional  issues  up 
which  there  would  be  no  definite  limit  might  be  st 
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ject  to  a  tax  of  at  least  5  per  cent.  The  issue  of 
taxable  notes  need  not  be  regarded  as  in  any  way  an 
emergency  measure.  The  tax  would  restrain  the 
management  somewhat  but  its  primary  purpose 
would  be  to  shelter  the  Bank  from  the  criticism  of 
over-sanguine  citizens  unable  to  perceive  in  periods 
of  active  business  the  wisdom  of  a  refusal  to  extend 
credit  to  the  extreme  limits  of  safety. 

In  addition  to  the  funds  subscribed  by  its  share- 
holders the  Bank  would  also  seciure  funds  deposited 
by  the  other  banks  to  enable  them  to  make  use  of  its 
exchange  and  clearing  service,  and  also  the  funds 
constituting  the  working  balance  of  the  United  States 
Treasury.  It  might,  too,  secure  a  still  further  acces- 
sion of  funds,  and  at  the  same  time  relieve  the  govern- 
ment of  a  portion  of  its  monetary  burdens,  if  the  issue 
of  gold  certificates  were  discontinued  and  the  present 
certificates  redeemed.  On  account  of  the  preference 
of  the  people  for  paper  money  much  of  the  gold  thus 
paid  out  would  certainly  be  taken  to  the  central  bank 
to  be  exchanged  for  its  notes.  This  gold  would  largely 
augment  the  general  banking  reserve  of  the  Bank 
since  it  would  not  be  held  as  a  special  deposit  against 
the  notes.^  At  the  same  time  the  $346,000,000  of 
greenbacks  might  also  be  exchanged  for  the  notes  of 
the  Bank,  the  $150,000,000  gold  reserve  being  turned 
into  its  general  reserve.  As  a  result  of  these  arrange- 
ments two  kinds  of  money  now  in  general  use  would 
disappear  from  circulation,  the  gold  certificate  and 
the  United  States  note,  and  would  be  replaced  by  the 
notes  of  the  central  bank.    The  govenmient  would 

>  Much  of  the  strength  of  the  Bank  of  Franoe  le  to  be  attributed  to  this  preference 
for  paper  money.  The  stook  of  money  In  dronlaUon  has  Inereased  In  Franoe  with 
the  growth  of  population  and  businesB,  and  cm  aooount  of  the  tnerease  in  the  world's 
•apply  of  gold.  This  gold.  Instead  of  going  direotly  Into  dioulation,  has  been  largely 
taken  to  the  Bank  of  Franoe  to  be  ezehanged  for  bank  notes. 
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cease  to  be  responsible  for  any  kind  of  paper  except 
the  silver  certificates.  The  amount  of  these,  however, 
is  far  less  than  is  alwa}r8  required  for  monetary  purposes 
outside  the  banks  and  they  no  longer  present  a  serious 
monetary  problem.  They  might,  indeed,  be  taken  over 
by  the  bank  in  exchange  for  its  notes.  The  reserve  of 
the  bank  would  then  be  composed  in  part  of  silver; 
but  in  this  respect  it  would  not  be  unlike  some  very 
successful  central  banks,  notably  those  of  France  and 
Germany.  At  the  outset,  however,  it  might  well  prove 
the  wiser  policy  not  to  weaken  the  prestige  of  the 
bank  in  this  way.  By  reserving  for  the  silver  certifi- 
cate the  one-dollar  and  two-dollar  denominations,  and 
by  restricting  the  volimtie  of  bank  notes  of  the  next 
two  denominations,  suflScient  use  would  be  provided  for 
the  existing  volume  of  silver  certificates,  the  position 
of  which  would  then  be  somewhat  analogous  to  that  of 
subsidiary  coin. 

The  outcome  of  these  monetary  changes  will  be 
made  somewhat  more  evident  by  the  construction 
of  a  statement  of  the  condition  of  the  Bank  just  before 
opening  its  doors  for  business.  Most  of  its  liabilities 
can  be  stated  with  some  certainty:  viz.  capital  $50,- 
000,000;  U.  S.  notes  $346,000,000;  U.  S.  Treasury 
account  (taking  its  present  condition  as  a  basis) 
$160,000,000,^  and,  finally,  the  deposits  of  bankers 
for  clearing  and  exchange  purposes,  which  may  be 
estimated  at  $75,000,000.  The  assets  of  the  Bank 
can  be  estimated  less  exactly,  because  of  the  im- 
possibility of  knowing  the  proportion  of  the  different 
kinds  of  money  now  in  circulation  which  would  be 
turned  into  the  Bank.    Subscription  to  its  capital 


>  I  have  not  Included  in  thto  stetement  the  item  of  136.000,000  of  U.  S.  depoilts 
now  held  by  the  national  banks.  Pretumably,  mueh  of  this  amount  would  be  trane- 
ferred  to  the  central  bank,  tho  periu^M  not  at  the  outeet. 
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might  reasonably  be  made  payable  in  gold  or  gold 
certificates.  Upon  assuming  responsibility  for  U.  S. 
notes,  the  Bank  would  receive  the  $150,000,000  gold 
reserve.  The  remaining  $196,000,000  might  perhaps 
be  taken  care  of  by  assigning  a  government  debt  to 
the  Bank  which,  as  in  the  case  of  the  Bank  of  England, 
would  be  a  book  debt  not  subject  to  sale.  This  obli- 
gation need  not  involve  any  interest  charge  on  the 
government.  Even  if  interest  were  paid,  it  would 
be  a  matter  of  no  special  importance,  in  view  of  the 
limitation  of  dividend  to  be  paid  to  shareholders. 
The  Treasury  balance  would  give  the  Bank  $95,000,- 
000  in  gold  and  $65,000,000  m  other  kinds  of  money 
made  up  as  follows:  $5,000,000  in  U.  S.  notes,  about 
$30,000,000  in  bank  notes,  and  a  similar  amoimt  in 
silver  and  subsidiary  coin.  Assuming  that  the  de- 
posits of  the  Bank  would  be  made  up  of  $50,000,000 
in  gold  and  $25,000,000  in  U.  S.  notes;  and  cancelling 
the  $30,000,000  of  U.  S.  notes,  the  statement  of  con- 
dition of  the  Bank  would  be  as  follows :  — 

LiabUiHea  Resources 

Capital $50,000,000  Gov't  debt    ....  $196,000,000 

U.S.  notes        .   .   .  316,000,000      Gold 325,000,000 

TJ.S.  Treas.  account  160,000,000     Silver 30,000,000 

Due  to  other  banks.  75,000,000  Notes  of  other  banks      30,000,000 

$601,000,000  $601,000,000 

The  Bank  would  have  a  gold  reserve  of  more  than 
62  per  cent  of  its  demand  liabilities.  Its  power  to 
issue  notes,  however,  before  reaching  the  taxable 
limit  would  be  slight,  only  $29,000,000.  But  that 
would  be  an  advantage  from  the  point  of  view  which 
has  been  emphasized  in  this  article.  In  normal  times 
the  rediscounts  made  by  the  Bank  would  probably 
involve  an  increase  mainly  in  its  deposit  liabilities 
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rather  than  in  the  volume  of  its  notes  in  circulati 
Restricted  to  dealings  with  other  banks  there  is  so 
doubt  whether  sufficient  business  would  be  reguls 
secured  to  enable  the  Bank  to  meet  expenses  t 
provide  a  moderate  dividend  on  its  shares.^  Mi 
might  be  said  in  favor  of  a  government  guarant} 
3  per  cent  on  the  $50,000,000  of  capital.  It  would 
a  small  price  to  pay  the  Bank  for  taking  over  13 
notes  and  for  handling  the  receipts  and  disbursem< 
of  the  government. 

The  extent  and  the  rapidity  with  which  the  | 
holdings  of  the  Bank  would  be  increased  through 
exchange  of  gold  for  its  notes  cannot  be  even  rouj 
estimated.  It  would  seem  probable  that  many  bi 
would  prefer  to  hold  gold  or  gold  certificates  in  1 
reserves  rather  than  the  notes  of  the  Bank.  On 
other  hand,  gold  certificates  received  in  payn: 
to  it  would  be  cancelled  and  either  gold  or  notes 
out  according  to  the  preference  of  customers.  IV 
over,  a  considerable  portion  of  future  additions  U 
gold  supply  would  probably  be  exchanged  for  i 
on  account  of  the  preference  of  the  people  for  a  i 
circulating  medium.  This  exchange  of  gold  for  : 
would  not  increase  the  power  of  the  Bank  to 
untaxed  notes  but  would  greatly  strengthen  its  re 
and  consequently  its  ability  to  extend  its  oper« 
and  to  meet  any  strain  upon  its  resources. 

This  growth  would,  in  part,  be  paralleled  by 
in  the  number  and  volume  of  business  of  the 
banks.    Even  if  ultimately  the  Bank  should  a 
to  itself  the  means  for  extending  the  scope  of  its  < 
tions,  that  need  not  be  a  ground  for  apprehe 


1  Idle  funds  might  be  employed  profitably  In  the  purohaae  and  hol< 
matiulty  of  foreign  oonuneroUd  bilk  of  ezohango.  Iltere  could  be  no  oppo 
the  other  banks  on  the  ground  of  competition. 
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At  the  outset  it  would  be  most  important  that  the 
Bank  should  not  be  overburdened  with  responsibilities 
and  that  the  other  banks  should  not  rely  upon  it  as 
the  sole  support  of  the  credit  structure.  But  when 
experience  had  shown  that  the  other  banks  continued 
to  maintain  themselves  in  a  condition  of  reasonable 
strength,  and  that  the  central  bank  could  secure  the 
use  of  their  resources  in  emergencies,  it  might  then 
with  safety  engage  in  operations  which  would  have 
been  extremely  hazardous  at  the  beginning  of  its 
activities. 

O.  M.  W.  Speague. 

Harvard  Uniysrsitt. 


SOCIAL  PRODUCTIVITY  VERSUS  PRIVATE 

ACQUISITION 

SUMMARY 

The  genealogy  of  certain  current  doctrines  traced  back  (1)  to  the 
distinction  between  productive  and  unproductive  labor,  97.  —  The 
origins  of  this  distinction  in  Mercantilism  and  Physiocracy,  90. — 
Mill's  interpretation,  101. — The  bearing  of  the  materialistic  and 
mercantilistic  notion  of  production  upon  the  notion  of  productive 
instruments  and  upon  the  distinction  between  land  and  capital,  102.  — 
This  distinction  as  reinforced  by  the  argument  from  origins,  103.  — 
This  distinction  subjected  to  the  tests  of  competitive  production  for 
the  market,  104.  —  Its  support  derived  from  English  juristic  thought 
and  institutions,  104.  —  (2)  The  Unseen  Hand,  Natural  Law,  and 
Laissei-faire  as  separate  sources  of  the  current  optimism,  of  the  current 
misconceptions  of  productivity,  and  of  current  confusions  between 
social  and  competitive  analysis,  106.  —  These  summarized,  109.  — 
The  genealogy  of  the  Productivity  Theory  of  Distribution,  pro- 
ductivity being  presented  as  social  service,  110.  —  The  concept  of 
capital  restated  in  harmony  with  the  competitive,  individualistic, 
pecuniary  organisation  of  business,  111.  —  Capital  characterised  not 
by  technological  tests  or  by  materiality,  111.  —  Nor  by  the  materiality 
of  its  product,  112.  —  Nor  by  social  service,  113.  —  But  by  pecuniary 
return,  —  as,  likewise,  with  the  productivity  of  labor,  114.  —  Other 
dangers  of  error  and  other  actual  errors  through  the  confusion  of  the 
social  and  the  competitive  points  of  view,  115.  —  The  necessary  re- 
formulations of  doctrine,  116.  —  General  summary  of  the  argument, 
117.  —  The  Productivity  Theory  of  Distribution,  as  commonly  held, 
old  in  all  essentials,  118. 

Attempt  will  be  made  in  the  following  pages  to 
trace  the  derivation  of  certain  central  doctrines  in 
current  economic  theory  —  doctrines  which  furnish 
the  dominant  issues  in  later  theoretical  controversies^ 
doctrines,  also,  which  in  the  opinion  of  the  present 
writer  converge  to  make  up  one  stupendous  error, 
or  better  perhaps,  a  great  group  or  congeries  of  con- 
curring errors.    But,  in  any  case,  an  adequate  under- 
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standing  of  current  issues  will  be  appreciably  forwarded 
by  an  examination  of  the  derivation  of  the  particular 
doctrines  under  consideration. 

These  subordinate  and  concurring  doctrines  are 
three  in  munber:  The  first  of  the  triad  —  first  in 
importance  if  not  in  time  —  is  the  doctrine  of  impro- 
ductive  labor  and  of  unproductive  consumption. 

Barring  the  socialists^  who  still  upon  occasion 
exploit  this  view  with  propagandist  fervor,  it  may 
be  said  that  there  is  to-day  no  one  to  deny  the  pro- 
ductivity of  the  preacher  or  singer  or  actor  or  teacher 
or  man  servant  or  maid  servant.  If  the  artisan  who 
constructs  a  violin  is  productive,  so,  also,  is  the  artist 
who  plays  it.  If  to  grow  wheat  or  to  grind  it  is  eco- 
nomic production,  so  is  baking  it.  If  we  may  regard 
as  productive  the  industry  which  furnishes  the  beef, 
so  may  we  also  the  industry  that  cooks  it;  we  eat  the 
broiling  on  our  steak  as  truly  as  we  eat  the  steak. 
If  a  stock  car  is  productive  in  transporting  beeves 
over  wide  intervals  of  space,  so  likewise  must  be 
the  waiter  who  brings  the  steak  from  the  kitchen 
or  passes  it  at  the  table.  And  precisely  as  we  pay 
for  the  transportation  of  commodities,  we  pay  to  have 
ourselves  transported.  If  a  freight  car  is  capital,  so 
is  a  Pullman.  One  colorist  with  his  brush  fixes  his 
fancies  upon  canvas;  another  color  worker  by  the 
magic  of  his  words  paints  pictures  on  the  tablets  of 
the  mind;  the  fact  that  we  pay  for  either  shows  either 
to  be  value  rendering.  To  create  matter  is  in  truth 
given  to  none  of  us;  we  only  arrange  and  combine 
and  distribute.  Nor,  indeed,  is  the  very  existence 
of  matter  better  than  a  hjrpothesis. 

All  this  is  clear  enough  in  these  latter  days,  tho 
not  yet  fully  accepted  in  all  its  implications.  But 
at  an  earlier  time  the  case  had  a  dififerent  seeming. 
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Nor  even  now  are  we  entirely  quit  of  our  confusions; 
ever  and  anon  the  older  doctrine  echoes  faintly  into 
our  time. 

But  for  the  point  of  view  of  that  earlier  day  and 
for  the  purposes  of  its  theoretical  needs,  the  distinc- 
tion in  question  had  some  basis  of  meaning. 

Cameralistic  doctrine  was  the  economics  of  king- 
ship and  sovereignty.  The  inquiry  regarded  solely 
the  prince's  welfare  in  the  administration  of  his  private 
estate.  The  various  flocks  upon  the  plains  —  two- 
legged  as  well  as  four-legged  — -  were  to  be  husbanded 
and,  in  the  times  and  manners  proper  to  them  re- 
spectively, to  be  shorn,  the  ends  proposed  being 
simply  the  maximum  possible  revenue  and  the  highest 
level  of  dynastic  prosperity.  The  economist  was  a 
specialist  in  stewardship. 

Economics  is  always  pragmatic  in  spirit  and  in 
method.  Thus  with  passing  time  the  centre  of  in- 
terest inevitably  shifted.  With  this  change  of  in- 
terest there  took  place  in  some  measure  a  recasting 
and  a  reformulating  of  economic  doctrine.  National 
interests  were  progressively  displacing  dynastic  in- 
terests. Attention  shifted  from  imperial  wars  and 
bickerings,  and  from  kings  and  their  trumpetings, 
to  questions  of  the  growth  of  peoples  and  of  states, 
and  to  the  extension  of  their  power  in  territory,  in 
wealth,  and  in  influence.  The  point  of  view  of  mer- 
cantilism, however,  remained  consistently  national 
as  distinguished  from  individualistic  and  personal, 
and  competitively  national  as  distinguished  from 
social  or  cosmopolitan.  How,  indeed,  shall  any 
people  grow  in  economic  power  as  against  its  neigh- 
boring enemies  ?  By  piling  up  wealth,  by  goodly 
accumulations  of  munitions  and  moneys  and  credits 
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against  the  time  of  conflict.  And  how  shall  any  man 
or  nation  become  wealthy,  except  by  selling  more 
than  is  bought,  by  keeping  consumption  under  pro- 
duction ?  And  how  so  well  extend  your  personal 
economic  dominion  over  your  neighbor  and  over  yoiu* 
neighbor's  possessions  —  his  desirable  daughter  in- 
cluded —  as  by  getting  him  into  debt  to  you  ?  Or 
how  so  well  render  yourself  strong,  and  at  the  same 
time  your  competitor  nation  weak,  as  by  getting  it 
into  debt  to  you,  or  better  yet,  by  getting  its  pur- 
chasing power  into  your  own  control,  through  cor- 
nering its  medium  of  exchange?  And  how  accom- 
plish all  or  any  of  these  things  unless  by  selling  your 
victim  neighbor  or  nation  more  than  you  buy  back  ? 
Thus  conceived,  with  the  nationalistic  emphasis, 
the  whole  question  became  not  primarily  one  of 
income,  or  of  aggregate  satisfactions  and  of  total 
consumption,  but  of  accumulation,  and  especially 
of  growth  in  wealth  imder  the  form  of  foreign  credits 
or  other  ready  international  purchasing  power. 

Proceeding  from  substantially  the  same  point  of 
view,  the  physiocratic  school  seemed  to  itself  to  have 
discovered  a  method  better  yet,  —  accumulation 
truly,  but  accumulation  rather  of  population  than  of 
wealth.  Artisans  consumed  as  much  wealth  as  they 
produced;  the  social  cost  of  their  product  was  as 
great  as  their  product.  Manufacturers  were  regarded 
as,  in  Dr.  Franklin's  phrase,  '^  subsistence  metamor- 
phosed." Agricultural  laborers  also  consumed  all 
that  they  produced  or,  at  all  events,  all  that  they 
received  as  wages,  and  seemingly  must  always  com- 
mand so  small  a  wage  as  to  make  this  a  permanent 
fact.  Whatever  the  product  of  labor  and  land  to- 
gether might  be,  the  excess  in  produce  over  the  labor- 
ers' wage  and  necessary  subsistence  must  go  to  the 
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landowner  as  the  equivalent  and  expression  of  the 
productiveness  of  the  land.  So  with  agricultural, 
also,  as  with  artisan  labor,  the  social  cost  canceled 
the  social  product;  only  the  land  was  productive  of 
net  prodttct.  But  even  so,  there  was  this  difference 
between  artisan  labor  and  agricultural  labor,  that 
artisan  labor  did  not  increase  the  total  population 
maintainable  in  the  country,  gave  forth  no  subsis- 
tence product,  no  life  material,  while  the  product  of 
agricultiu'e  may  be  regarded  as  population,  expressed 
in  the  form  of  its  raw  material.  And  it  seemed  clear 
that  national  supremacy  was  rather  a  question  of 
population  than  of  accrued  wealth. 

It  followed  also  that,  inasmuch  as  the  laborer 
received  only  enough  to  live  upon  anjrway,  there  was 
small  use,  and  some  harm,  in  trjdng  to  tax  him. 
The  only  man  who,  having  a  product  net,  a  surplus, 
could  pay  was  the  landlord,  the  rent-gatherer.  If 
the  laborers  paid  taxes,  it  must  be  at  the  expense  of 
their  niunber.  It  followed  from  all  this,  then,  that 
the  program  fundamental  to  national  greatness  was 
to  foster  agriculture  as  a  life-maintainer,  the  sole 
source  of  increasing  population,  and  to  tax  the  land. 

Adam,  Smith,  coming  into  the  national  point  of 
view  as  an  inheritance  from  earlier  thought,  set  him- 
self deliberately  to  the  investigation  of  the  causes, 
and  to  the  formulation  of  the  rules,  making  for  the 
increase  of  the  opulence  of  nations,  and  foimd  that 
while  manufactures  were  productive,  they  were  not 
so  in  the  same  sense  as  agriculture^  while  labor  as  mere 
service  was  not  productive  at  all.  The  shadow  of 
physiocratic  reasoning  was  still  over  Adam  Smith. 

Not  having  arrived  fully  and  consistently  at  the 
individual  point  of  view  in  economic  analysis,  John 
Stuart  Mill  followed  substantially  in  the  footsteps  of 
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Adam  Smith.  Unproductive  consumption  is  consump- 
tion tliat  does  not  furnish  maintenance  for  productive 
labor.  Productive  labor  is,  in  turn,  that  labor  which 
affords  an  addition  to  the  aggregate  accumulated 
wealth  possessions  of  society.  Thereby  he  arrived 
at  the  distinction  between  material  and  immaterial. 
But  this  distinction  between  material  and  immaterial 
rested  not  at  all  upon  considerations  of  utility,  of 
importance  for  consumption  in  the  aspect  of  service 
to  human  needs,  nor  finally  and  fundamentally  upon 
some  test  of  concrete  reality,  or  of  tangibility,  or  of 
materiality  in  any  philosophical  sense,  but  solely 
upon  the  aspect  of  permanency.  For  in  a  general 
way,  that  which  is  material  and  tangible  is  enduring; 
at  any  rate,  that  which  is  not  material,  which  has  no 
substantiality,  is  evanescent;  in  coming  to  be  it 
ceases  to  be.  Thus  only  material  things  can  add  to 
national  wealth.  And  that  some  forms  of  material 
wealth  are  themselves  very  temporary  in  their  ex- 
istence, e.  g.  ice  cream,  leaves  the  line  between  the 
material  and  the  immaterial  none  the  less  an  actual 
line  and,  at  the  same  time,  a  line  which  coincides 
practically  with  the  line  between  the  things  that  add 
to  national  accumulated  riches  and  the  things  that 
do  not  add. 

AU  of  which  was  excellent  for  its  purpose,  and  need 
have  occasioned  no  perplexity  or  controversy,  if  only 
Mil]  had  not  fallen  into  the  error  of  following  his 
predecessors  in  their  bad  choice  of  terms ;  for  the  line 
which  he  was  really  seeking  was  not  that  between 
the  productive  and  the  non-productive,  or  between 
the  material  and  the  immaterial,  or  between  the  tan- 
gible and  the  intangible,  but  merely  the  line  between 
the  accumulatable  and  the  non-accumulatable.  In- 
terpreting  his    terms   productive   and    non-iiroductive 
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in  this  sense,  no  difScnlty  is  presented,  excepting, 
perhaps,  with  regard  to  the  significance  of  the  dis- 
tinction, as  seen  from  the  point  of  view  of  a  more 
modem  analysis  and  of  its  theoretical  needs. ^ 

But,  either  by  strict  logic  or  by  analogy,  other 
things  followed.  If  material  facts  only  were  wealth 
and  material  wealth  alone  were  economic  product, 
then  only  material  goods  were  capital.  The  eco- 
nomic process  was  conceived  as  strictly  an  industrial 
and  a  technical  process.  The  factors  of  production 
were  material  factors  making  for  tangible,  material, 
concrete  results  amenable  to  measurement  by  weight 
and  tale.  Thus  the  different  factors  of  production 
fell  into  classes  determined  by  their  technical  rela^ 
tions  to  a  strictly  mechanical  process  conceived  on 
laige  and  general  lines.  The  mechanical,  concrete, 
industrial  equipment  at  the  disposal  of  human  energy 
—  also  mechanically  regarded  —  was  divided  into 
two  clearly  defined  and  comprehensive  classes  corre- 
sponding to  the  large  and  general  (and  essentially 
vague)  distinction  between  agricultural  and  non- 
agricultural  production,  or — more  accurately — to  the 
distinction  between  the  extractive  and  the  non- 
extractive  industries.  Hence,  in  part,  the  distinction 
between  land  and  capital. 

But  for  the  purposes  of  any  workable  classification 
this  distinction  will  not  serve.  Not  the  extractive 
industries  alone  but  all  industries  employ  land,  pre- 
cisely as  all  industries  make,  under  present  conditions, 
use  of  non-land  equipment.     And  even  as  a  distinct 

>  See  the  writer's  Value  and  Dietrlbiitlon;  pese  122,  note:  And  It  ahonld  here  be 
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tion  of  d^ree  it  will  not  hold.  Some  of  the  extractive 
industries,  mining  for  example,  are  pronouncedly, 
even  prevailingly,  capital-using  in  their  technique; 
and  even  the  most  simple  and  primitive  of  extractive 
employments  make  appreciable  use  of  non-land  in- 
struments. 

From  the  social  point  of  view,  also,  tho  somewhat 
violating  (he  technological  testf  the  distinction  between 
land  and  capital  was  reinforced  by  obvious  differences 
of  origin:  the  genetic  point  of  view.  Some  part  of 
the  material  productive  equipment  comes  by  natural 
bounty,  a  gift  of  providence,  a  racial  heritage  rather 
than  a  racial  achievement.  The  produced  facts,  — 
products  of  labor  set  aside  for  further  use  in  pro- 
duction, —  fitted  passably  well  into  the  capital  cate- 
gory already  constructed  upon  technological  distinc- 
tions. 

It  is,  however,  clear  that,  for  any  purposes  of  a 
competitive  economy,  this  distinction  on  lines  of 
origin  leads  nowhere  when  attempt  is  made  to  apply 
it.  From  among  all  the  changes  of  all  the  ages,  who 
can  assume  to  tell  what  environmental  changes  have 
been  due  to  environmental  processes  as  against  hiunan 
agencies  ?  What  part,  for  instance,  of  the  fertility 
or  the  infertility  of  the  land  has  been  due  to  its  treat- 
ment at  the  hands  of  man,  to  his  fertilizings,  his 
exhaustings,  and  his  denudings;  what  part  to  fostering 
or  wasting  winds,  to  corals,  to  birds,  to  bugs,  to  worms, 
to  microbes  ?  What  share  of  the  value  of  the  house 
traces  back  to  the  timber  values  of  the  natural  forest, 
and  what  part  to  industrial  processes  ?  Even  with 
the  case  of  machinery,  the  typical  form  of  capital, 
human  wisdom  would  fall  far  short  of  distributing 
the  final  value  between  the  original  ore  value  as 
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against  the  labor  value,  the  coal  value,  and  the  timber 
value.  Nor,  for  any  one  of  these  various  shares,  would 
it  be  possible  to  determine  how  far  land  rents,  as 
expressed  in  warehouse  and  transportation  charges, 
have  counted  in  the  case.  And  finally,  if  any  one 
could  succeed  in  this  allotment  of  origin-credits, 
either  for  the  land  or  for  the  warehouse,  is  it  to  be 
supposed  that,  as  shares  in  the  total  hire  of  the 
machine,  these  remimerations  would  forthwith,  either 
in  the  collective  or  in  the  competitive  reckoning,  take 
on  a  new  relation  to  the  cost  of  the  product  or  to  its 
value  ? 

But  in  a  larger  social,  historical,  and  philosophical 
view  the  distinction  remained  still  valid — only  that 
it  was  not  valid  for  any  purposes  of  competitive 
entrepreneur  activity  or  for  any  problems  of  market 
value  and  price  or  for  the  analysis  of  the  competitive 
distribiitive  process.  It  was,  however,  unfortunately 
assumed,  and  still  is  commonly  assumed,  that  what 
is  true  for  social  purposes  holds  for  the  competitive 
analjrsis. 

But  perhaps  the  most  important  corroboration  for 
the  distinction  between  land  and  capital,  and  possibly 
the  origin  of  the  distinction,  is  to  be  sought  in  the 
jural  backgroimd  of  English  thought.  The  civil  law 
of  England  and  in  a  large  degree  the  economic,  polit- 
ical, and  social  organizations  trace  back  to  feudalism, 
a  system  in  which  land  ownership  was  the  controlling 
and  directing  fact  for  almost  all  purposes,  political 
and  economic,  theoretical  and  practical.  The  line 
of  cleavage  between  real  property  and  personal  prop- 
erty runs  deep  through  all  English  jurisprudence. 

It  would,  then,  be  a  most  interesting  investigation, 
if  only  one  had  the  necessary  learning,  to  trace  out 
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the  manner  and  degree  of  connection  between  the 
l^al  distinction  of  realty  from  personalty  and  the 
economic  distinction  of  land  from  capital.  That 
the  parallelism  is  more  than  merely  fortuitous  vc^y 
be  taken  as  beyond  doubt. 

It  only  remains,  then,  to  inquire  whether  the 
common-law  distinction  between  real  property  and 
personal  property  reconmiends  itself  as  in  any  way 
essential  or  necessary,  or  can  point  to  other  than  a 
purely  historical  explanation  or  warrant:  Roman 
law  and  the  derivative  systems  suffice  for  testimony 
to  the  contrary. 

If  the  foregoing  considerations  are  to  the  point, 
adequate  explanation  is  presented  for  the  classical 
habit  of  confining  the  field  of  economics  to  a  study 
of  the  production,  distribution,  and  consumption  of 
wealth,  wealth  being  taken  to  mean  tangible  material 
goods ;  for  the  restriction  of  production  to  the  bring- 
ing about  of  material  results;  for  the  construction 
of  categories  of  material  factors  based  upon  material 
items  of  equipment;  and  for  the  distribution  of  this 
store  of  equipment  into  material  non-land  equipment 
on  the  one  hand  as  over  against  land  equipment  on 
the  other  hand. 

That  we,  the  economists  of  these  latter  days,  have 
inherited  richly  and  gratefully  from  our  forebears  is 
equally  to  our  credit  and  to  our  good  fortune.  Never- 
theless the  best  of  the  story  is  yet  to  tell.  We  have 
still  to  analyze  the  spiritual  setting  of  these  doctrines 
—  their  soul  and  heart  and  aspiration  —  before  we 
can  either  estimate  all  that  they  meant  to  their  ex- 
ponents or  approve  of  all  that  they  have  signified  to 
us  as  legatees.  Only  so  can  we  measure  the  degree 
of  the  unfealty  of  a  few  of  us  to  the  faiths  of  the  fathers. 
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We  need,  that  is  to  say,  to  note  how  far  a  genial 
optimism  due  to  a  reverent  faith  and  a  reverent  faith 
derived  from  a  genial  optimism  convei^e  to  reinforce 
and  to  extend  and  to  interpret  the  more  strictly  in- 
tellectual aspects  of  the  classical  doctrine.  We  need 
to  know  the  inspiration  and  the  spiritual  furnishing 
of  the  classical  view.  Filially  and  uncritically,  there- 
fore—  as  becomes  the  heirs  of  an  estate  —  a  few 
words  must  be  said  of  the  Guiding  of  the  Unseen 
Hand,  of  Natural  Law,  and  of  Laissez  Faire. 

There  are  other  bases  of  optimism,  doubtless,  but 
the  readiest  is  religious  faith.  Seen  in  the  large  and 
in  ultimate  bearings,  things  must  be  going  well  with 
the  world;  else  what  can  God  be  about  ?  It  is  given 
to  none  of  us  to  thwart  the  will  of  the  Creator  of  all 
of  us.  Whatever  we  do  we  must  perforce  be  working 
out  the  great  program,  treading  the  wine  from  His 
presses,  milling  out  the  foreordained  grist.  It  can 
not  be  but  that  we  are  playing  the  part  for  which  we 
have  been  assigned  to  the  ends  of  the  eternal  process. 
However  great  then  may  be  our  ill  of  purpose,  there 
can  be  nothing  ill  in  the  results.  Whether  or  not 
there  be,  somewhere  or  ever,  any  other  good  than 
the  good  will,  it  is  certain  that  there  can  be  nothing 
ill  but  the  ill  will.  Whatever  wrong  we  may  purpose, 
and  however  great  the  guilt  of  our  bad  intent,  and 
however  grievous  the  merited  punishment,  there 
can  never  anywhere  be  any  guilt  of  accomplishment. 
This  is  a  world  where  even  all  ill  is  good,  since  this  is 
a  world  ruled  by  infinite  goodness:  ''  God's  in  his 
heaven." 

This  much  granted,  —  and  it  is  not  much  to  grant 
for  the  truly  religious  man  of  for  the  truly  religious 
age,  —  it  forthwith  becomes  incredible  that  the  best 
interests  of  any  of  us  can  antagonize  the  interests  of 
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the  others,  if  only  it  be  possible  to  the  individual  to 
appreciate  things  in  their  ultimate  meanings  and 
their  long  effects.  Somehow  each  of  us  meets  the 
faith  in  him  that,  could  he  see  thing?  farsightedly 
and  clearly,  self-love  and  fellow-love  would  find 
themselves  reconciled  in  the  moral  code  as  it  daily 
enacts  itself  in  the  human  conscience.  The  right  of 
the  neighbor  can  hardly  be  wrong  to  us.  The  claims 
of  sympathy  and  the  demands  of  duty  not  only  express 
our  obligations  to  our  fellow  beings,  but  sum  up  in 
highest  and  truest  sense  our  own  well  being.  Some- 
how the  right  thing  must  be  the  best  thing -for  each 
of  us.  It  cannot  do  oiu*  neighbor  wrong;  it  must 
be  best  for  him  as  well  as  for  us.  It  follows,  then 
(as,  for  example,  Bastiat  argued)  that  all  exchange 
is  a  mutual  transfer  of  services.  All  trade  is  good; 
good  from  the  point  of  view  of  the  .traders  immediately 
concerned,  and  good  for  all  the  rest.  International 
trade  especially  must  be  good  for  both  nations.  Hence 
further  corroboration  of  the  brave  and  noble  faith 
that  all  individual  interests,  rightly  seen,  must  har- 
monize; any  clash  must  be  the  merest  seeming,  or 
somehow  real  interests  have  been  misconceived. 
And  even  when  these  misconceivings  are  most  com- 
mon and  most  extreme,  the  Unseen  Hand  will  always 
—  or  almost  always,  or  commonly,  or  at  all  events 
sometimes — marvelously  and  providentially  set  things 
right.  It  was  odd,  no  doubt,  in  a  world  like  that 
of  Adam  Smith's  construction,  that  there  should  turn 
out  to  be  any  such  thing  as  unproductive  labor; 
and  particularly  was  it  odd  that  traders  and  middle- 
men should  so  multiply,  being  mostly  parasitic.  But 
at  any  rate  both  valets  and  traders  could  be  trusted 
to  become  gradually  fewer  —  a  laggardly  and  leisurely 
fulfilment  of  the  divine  will,  but  none  the  less  a  ful- 
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filment.  In  general,  surely,  private  gain  must  accoi 
with  public  welfare.  Consumption  must  take  pla< 
by  right  of  a  preceding  production.  Private  ga 
must  trace  back  to  social  contribution.  Capital  mu 
be  such  by  furtherance  of  social  product.  Priva 
income  connotes  a  socially  earned  income.  Dist 
bution  is  solely  and  exclusively  a  division  of  a  joi 
product  among  the  cooperating  productive  facto 
So  runs  the  Great  Plan. 

Tenuous  and  unsubstantial  rather  than  soli( 
theoretical,  and  impersonal  and  illusive,  but  nc 
the  less  real  and  objective  and  effective,  is  this  sa 
doctrine  as  it  presents  itself  under  the  guise  s 
sanction  of  Natural  Law.  The  Natiu'al  Law  phi] 
opy  was  the  skeptics'  way  of  saying  substantif 
the  same  thing;  it  was  the  old  faith  unitarianiz 
Being,  moreover,  less  naive,  it  was  less  intelligil 
and  thereby  less  open  to  attack.  And  it  had 
usual  merit  of  vagueness  that  it  might  mean  pre 
much  anything  —  little  or  much  or  nothing.  Be 
than  this,  also,  it  was  rational,  and  struck  hands  aci 
the  ages  with  Greek  philosophy  and  with  Roi 
jurisprudence.  It  sounded  not  a  little  like  the  1 
of  Nations  and  breathed  the  air  of  Platonic  ideal: 
But,  best  of  all,  it  recognized  and  proclaimed  a  g 
stream  of  righteous  tendency  and  great  reservoir 
compelling  force  making  for  the  good.  God  oi 
CJod,  there  was  —  and  still  is  —  a  world  of  law  whc 
truth  is  inunortal :  Thus  the  right  is  destined  to 
mate  triumph;  and  progress  reigns;  and  th 
essentially  improve  by  their  own  inevitable  unf  ok 
and  the  soul  of  things  is  just.  Evolution  is  the 
the  last  word  of  scientific  faith,  and  the  ameliori 
trend  a  popular  certitude. 
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If,  indeed,  all  this  be  not  easy  to  state,  it  is  easy 
enough  to  feel  and  to  know,  as  most  economists  and 
all  good  citizens  do  now  know  it  and  feel  it.  All 
things  are  coming  out  all  right;  the  situation  will 
work  itself  clear;  the  world  is  getting  better;  time 
will  solve  the  perplexities  and  administer  the  remedies; 
things  will  cure  themselves;  destiny  guides  us;  the 
long  laws  are  with  us;  something  will  be  found  to 
replace  the  wasted  coal;  the  hills  will  reforest  them- 
selves somehow.  If  God  is  not  benevolent,  trends 
and  forces  and  tendencies  are.  Let  nobody  ''  knock." 
This  is  the  day  of  the  optimist.  Whoever  doubts 
declares  his  own  incapacity  for  sane  thinking. 

It  must,  however,  be  admitted  that  the  Laissez 
Faire  school  of  thinking  was  something  more,  and 
possibly  something  .better,  than  a  mere  spontaneous 
religious  faith  or  a  naive  natural-law  metaphysics. 
Some  measure  of  inductive  support  was  commendably 
offered  this  a  priori  faith,  and  therewith  a  plausible 
case  was  established.  The  economists  of  the  first 
half  of  the  nineteenth  century  were  engaged  in  the 
study  of  societies  emerging  from  centuries  of  king- 
ship, of  government  by  classes,  of  stupid  and  unjust 
l^pslation.  It  was  clear  enough  that  the  progress 
of  society  lay  in  the  breaking  down  of  legal  barriers 
and  limitations,  in  the  sweeping  away  of  the  privil^es 
of  caste  and  class,  and  in  the  development  of  popular 
institutions  under  the  form  of  local  and  individual 
initiative.  The  time  was  one  of  growth  and  advance. 
A  wealth  of  achievement  justified  the  advocates  of 
industrial  liberty  as  theorists  and  honored  them 
as  prophets.  The  era  was  a  series  of  object  lessons 
in  the  blessings  of  untrammelled  individual  activities 
and  in  the  dangers  of  over-legislation  and  paternalism. 
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The  benefits  of  increased  freedom  argued  for  the 
wider  abolition  of  regulation,  and  the  regime  of  liberty 
came  to  stand  as  the  ideal  toward  which  civilization 
seemed  to  tend.  For  most  cases,  it  was  manifest 
that  what  individuals  and  peoples  chiefly  need  is  to 
be  let  alone;  that  that  part  of  human  ill  is  small 
which  kings  and  parliaments  can  cure.  In  the  full 
flood  of  hope,  economists  argued  learnedly  that  the 
good  of  each  is  always  and  inevitably  boimd  up  with 
the  good  of  all;  that  in  the  marvelous  divine  order 
of  things,  selfishness  of  motive  works  out  in  altruism 
of  results;  that  social  ill-adjustments  are  due  to  too 
little  liberty,  too  much  meddling,  or  to  ill-informed 
estimates  by  the  individual  of  his  own  interests. 
Nothing  remained  but  to  enlighten  the  people  in  their 
freedom.  The  future  could  not  lie  with  restraint, 
but  with  liberty  informed  with  knowledge. 

But  all  this  concerns  the  present  inquiry  merely 
as  indicating  the  presuppositions  and  as  sketching 
the  background  of  thought  explanatory  of  certain 
important  positions  in  current  economic  theory. 
Let  these  be  restated.  In  ultimate  essence  compe- 
tition is  voluntary  cooperation.  Capital  is  wealth 
stored  up  for  piuposes  of  future  production  and 
consists  solely  of  concrete  instrumental  equipment. 
The  test  by  which  a  thing  is  capital  is  the  test  of 
technological  serviceability  as  a  factor  for  concrete 
production  in  the  industrial  process.  The  interests 
of  labor  demand  the  multiplication  of  capital.  All 
incomes  are  derived  from  participation  in  the  pro- 
ductive process.  These  incomes  as  distributive  shares 
out  of  a  jointly  produced  product  of  value  are  received 
by  title  of  social  servite  performed.  Distribution 
is  part  and  parcel  of  the  productive  process,  takes 
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place  within  it,  and  is  justified  by  it.  The  point  of 
view  from  which  the  economic  life  is  to  be  studied 
and  by  which  it  is  to  be  interpreted  is  the  social  point 
of  view.  Each  and  every  gainful  occupation  ap- 
proves itself  as  socially  productive,  else  it  could  not 
normally  be  privately  gainful. 

And  now  it  will  be  worth  while  to  subject  these 
doctrines  to  the  test  of  the  pitiless  facts.  But,  at  the 
threshold  of  this  unwelcome  task,  a  caution  is  called 
for.  If  it  should  have  occurred  to  the  thoughtful 
that  the  foregoing  equipment  of  concepts  and  cate- 
gories and  doctrines  is  especially  reminiscent  of  the 
current  productivity  school  of  distributive  theory, 
this  suggestion  must  be  promptly  dismissed.  Rem- 
iniscent of  the  productivity  school  it  may  in  some 
sense  be  —  but  not  rightly  or  especially  or  peculiarly 
so;  for  all  these  are  the  concepts  and  categories  and 
doctrines  of  current  economics  in  general.  They 
are  the  common  property  of  the  classical  and  of  the 
modem.  This  equipment  of  terms  and  theories  and 
presuppositions  is  the  common  possesssion  of  economic 
thought  in  the  large  —  not  of  this  school  or  the  other, 
not  of  ancient  or  of  modem,  not  of  cost  doctrinaires 
or  of  utility  doctrinaires,  but  of  the  genus  economist 
in  general. 

But  to  the  test  of  the  facts:  the  truth  is  that  the 
essential  nature  of  capital  is  not  to  be  found  in  its 
significance  as  a  category  of  machines  and  tools  and 
appliances.  Tme,  these  things  are  capital,  but  so 
also  is  ice  in  the  ice  house  waiting  for  summer,  cider 
in  the  cask  aging  to  vinegar,  wine  in  the  vault  ac- 
quiring bouquet  and  flavor.  Not  even  for  the  wine 
or  for  the  cider  is  James  Mill's  explanation  —  that 
these  dUo  work  —  a  competent  accoimt  of  their  capital 
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character.  Still  less  is  it  adequate  for  the  ice,  since 
during  all  the  time  of  its  keeping  it  is  falling  away  in 
quantity.  But  each  and  all  of  these  commodities 
are  acquiring  value  with  passing  time;  they  are  held 
for  increment;  thus  they  are  capital.  So  the  mer- 
chant's stock  of  goods  is  capital  —  but  not  as  a  factor 
of  production  in  any  industrial  or  technological  pro- 
cess; and,  if  some  one  should  suggest  that  these  are 
merely  private,  not  social  capital,  the  answer  must 
be :  precisely  so,  —  capital. 

Nor  is  the  test  in  the  materiality  of  the  product. 
Freight  wagons  or  freight  cars  are  surely  somehow  to 
be  included  within  the  capital  category;  then  so, 
also,  are  passenger  cars  and  taxicabs  —  despite  the 
fact  that  they  are  rendering  merely  the  service  of 
transporting  men.  But  then  equally  so  are  excursion 
boats  or  pleasmre  boats  kept  for  hire.  Evidently  the 
test  is  neither  in  the  technological  character  of  the 
process  nor  in  the  materiality  of  the  product. 

Nor  is  the  line  of  distinction  to  be  sought  by  reference 
to  the  wholesomeness  or  to  the  social  service  of  the 
product.  Peruna  and  Hop  Bitters  and  ribbons  and 
watch  fobs  and  caviare  and  mince  pie  and  corsets 
are  all  wealth:  they  are  marketable  at  a  price: 
they  have  value  as  consumption  goods.  Not  a  few 
of  us,  like  a  late  friend  of  the  writer,  glance  back  over 
our  lives  to  wonder  why  everything  that  we  ever 
really  liked  *'  was  either  extravagant  or  immoral  or 
indigestible."  Economic  productivity  is  not  a  matter 
of  piety  or  merit  or  deserving,  but  only  of  commanding 
a  price.  Actors,  teachers,  preachers,  lawyers,  prosti- 
tutes, all  do  things  that  men  are  content  to  pay  for. 
So  wages  may  be  earned  by  indicting  libels  against 
a  rival  candidate,  or  by  setting  fire  to  a  competitor's 
refinery,  or  by  sinking  spices.    The  test  of  economic 
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productivity  in  a  competitive  society  is  the  fact  of 
private  gain,  irrespective  of  any  ethical  criteria  and 
unconcerned  with  any  social  accountancy. 

But  if,  with  consumption  goods,  neither  ethical 
nor  social  standards  are  theoretically  decisive,  or 
even  relevant,  for  the  question  of  value  and  market- 
ability and  economic  productivity,  so  likewise  are 
these  tests  equally  inappropriate  for  the  capital 
question.  If  whisky  is  wealth,  distilleries  are  capital 
items.  If  Peruna  is  wealth,  the  kettle  in  which  it  is 
brewed  must  be  accepted  as  capital.  Then  so  is  the 
house  rented  as  a  dive ;  and  if  the  house  is  productive 
and  is  therefore  capital,  so,  also,  must  the  inmates 
be  producers  according  to  their  kind.  The  test  of 
social  welfare  is  invalid  to  stamp  as  unproductive 
any  form  of  wealth  or  any  kind  of  labor.  If  jimmies 
are  capital,  being  productive  for  their  purpose,  so 
also  is  biurglary  productive;  if  sand  bags,  so  highway 
robbery.  The  principle  decisive  for  gamblers'  quarters 
and  for  gambling  appliances  holds  for  gambling.  If 
the  fees  which  the  lawyer  receives  for  pleading  and 
winning  an  imjust  cause  are  earned,  so  also  are  the 
daily  receipts  of  the  beggar  upon  the  comer.  Always 
and  everywhere,  in  the  competitive  r^ime,  the  test 
of  productivity  is  competitive  gain.  Whatever  wealth 
serves  the  acquisitive  end  is  capital.  Profits  are 
merely  one  form  of  personal  pecuniaiy  mtaking  from 
personal  pecimiary  activity.  Lobbyists,  panders, 
and  abortionists  are  producers:  that  they  are  paid 
is  the  adequate  proof.  This  is  surely  not  to  deny 
the  fact  of  parasitism  in  society.  But  parasitism  is 
not  a  competitive  category;  it  is  a  concept  irrelevant 
to  competitive  analyses  and  competitive  doctrine. 
It  has  its  place  only  when  the  facts  are  to  be  appraised 
in  their  social  significance.  It  belongs  to  the  art  of 
economics  rather  than  to  the  science. 
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That  a  complete  acceptance  of  this  private  and 
acquisitive  point  of  view  is  the  only  procedure  possible, 
in  the  analysis  and  classification  of  the  phenomena 
of  a  society  organized  upon  lines  of  individual  activity 
for  private  gain,  is  abundantly  proved  bs  soon  as 
appeal  is  made  to  the  facts  and  the  processes  of  the 
actual  business  world.  In  the  computation  of  com- 
petitive entrepreneur  costs,  the  capital  investment 
and  the  interest  charge  are  reckoned  upon  a  basis 
quite  other  than  that  of  technological  capital.  Entre- 
preneur capital  —  capital  in  the  guise  in  which  the 
type  form  of  modern  business,  the  corporation,  pre- 
sents it  —  includes  not  merely  consumption  goods 
in  stock  but  banking  balances,  counter  money,  funds 
tied  up  in  customers'  accounts  and  in  bills  receivable 
of  many  varieties,  corporate  stock  and  securities, 
whether  held  for  sale  or  for  investment,  and  generally 
all  that  fimd  of  working  capital,  more  or  less  un- 
specialized,  requisite  to  the  successful  functioning 
of  a  business.  The  manufacturing  entrepreneiu*  or 
the  corporation  manager  would  fijid  it  a  novel  and 
perplexing  doctrine  which  should  restrict  the  capital 
investment  to  the  bmldings,  machmery,  and  raw 
materials  of  the  undertaking.  The  corporation  really 
possesses  nothing  that  is  not  capital.  All  things, 
then,  that  can  be  traded  in,  or  valued,  or  rented,  or 
capitalized,  may  fall  within  the  meaning  of  the  capital 
concept.  In  this  sense  of  the  term  capital  includes, 
in  the  price  aspectf  patents,  copyrights,  trade-marks, 
business  connections,  reputation,  good-will,  privilege, 
government  favor,  franchises,  royalties,  rights  of  toll 
and  tribute,  rents,  annuities,  mortgage  rights,  per- 
sonal claims.  And,  further,  it  includes  monopolies 
of  no  matter  how  various  kinds  and  degrees,  so  far 
as  they  may  become  the  subject  of  invested  cost  in 
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obtaining  them,  so  far  as  they  are  bought  and  sold 
as  steps  in  competitive-productive  investment,  or 
are  vendible  upon  the  market  as  capitalized  dividend- 
pajring  properties.  All  of  these  are  capital  for  our 
present  purposes,  since  they  get  into  costs  in  the  actual 
competitive  market  production  of  such  commodities 
—  hats,  wheat,  machinery,  stocks,  etc.  —  as  are 
actually  marketed.  All  things  which,  from  the  entre- 
preneur point  of  view,  appear  as  expedient  expendi- 
ture for  the  purposes  of  creating  either  a  commodity 
or  a  situation  of  market  value  are  outlays  of  capital 
taking  rank  as  costs  of  production.  When  the  pur- 
chase of  machinery  is  an  advisable  move  in  business 
policy,  capital  goes  into  it,  as  at  another  time  into 
land  or  labor.  When,  in  good  business  policy,  a 
franchise  must  be  had  or  a  patent  procured,  capital 
is,  in  either  case,  so  directed  as  to  accomplish  the 
necessary  thing.  When,  for  equally  cogent  business 
reasons,  legislatures  or  city  councils  must  be  bought, 
the  necessary  outlays  are,  for  cost  and  value  purposes, 
precisely  like  expenditures  for  machinery  or  for  the 
control  of  patented  processes.  Tramway  franchises 
and  sugar-refining  tariffs,  as  situations  business-wise 
obtained  by  the  expenditure  of  capital,  disclose  in 
the  current  market  values  of  the  stock  the  present 
worth  of  the  forecasted  gains.  So  the  expenses  of 
stifling  competition  are  capital  outlays,  invested  as 
the  costs  of  a  monopoly  to  be  obtained;  so  also  the 
tribute  paid  to  escape  cut-throat  competition  is  a 
capital  cost  of  production. 

All  this  should  be  easy  of  acceptance,  but  is  in  fact 
far  from  easy.  Social  appraisals  are  prone  to  dist\u*b 
and  to  confuse  aU  purely  realistic  descriptions  and 
theoretical  analyses  of  the  facts  of  actual  business. 
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What  should  be,  gets  mixed  with  what  actually  is. 
The  case  is  as  if  the  physician,  because  he  ought  to 
be  sympathetic,  were  required  to  mix  his  hopes  into 
his  diagnoses  and  to  write  his  sympathies  into  his 
prescriptions.  One  may  condenm  the  poisoner's  art, 
but  this  ought  to  argue  that  the  chemist  stiidy  poisons 
carefully  rather  than  that  he  exclude  them  from  his 
researches.  Bacteriology  would  be  of  dubious  service 
to  human  life  if  only  beneficent  bacteria  were  held 
worthy  of  attention.  The  zoologist  who  could  not 
see  a  snake  would  be  a  twin  brother  to  the  economist 
who  can  find  capital  only  when  there  is  social  pro- 
ductivity, and  who  recognizes  economic  labor  and 
economic  wages  only  upon  condition  of  social  de- 
serving. Economists  will  do  well  forthwith  to  recog- 
nize that  rights  of  patent  and  royalty  are  capital; 
that  rights  of  tribute  through  franchise  privileges  are 
capital;  that  police  permits  to  rob  passers-by  after 
midnight  are  capital;  that  legislative  authority  to 
rob  importers,  both  early  and  late,  is  capital;  that 
royal  patents  for  tax-fanning  the  peasantry  are  capital; 
and  that  generally  every  property  basis  of  private 
acquisition  is  by  that  very  fact  capital.  Until  Polit- 
ical Economy*  has  achieved  this  much  of  wisdom, 
its  doctrines  can  express  nothing  more  than  a  pious 
and  commendable  aspiration;  it  will  still  be  busy 
with  pictiuing  Utopias  or  with  analyzing  hypotheses; 
on  this  basis  it  must  continue  to  lack  all  touch  with 
life,  to  make  it  itself  a  sheer  farce  — albeit  coming 
as  near  to  tragedy  as  comedy  often  gets. 

The  truth,  then,  appears  to  be  that  the  grotesque 
unreality  of  ciurent  economic  doctrine  finds  its  ex- 
planation in  the  eighteenth  centiuy  background  of 
philosophy,  religion,  law,  and  ethical  theory,  under 
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which  influences,  and  mostly  determined  by  them, 
the  system  of  economic  thought  first  took  shape. 
The  presuppositions  of  English  jurisprudence,  and  of 
the  feudal  common-law  system,  reinforced  by  certain 
of  the  doctrines  of  Physiocracy,  worked  out  into  a 
purely  technological  point  of  view  and  into  a  purely 
technological  —  and  untenable  —  manner  of  regarding, 
of  distinguishing,  and  of  classifying  the  aggregate 
productive  equipment.  Presuppositions  of  religion, 
of  natural  law,  of  philosophy,  and  of  natural-rights 
ethics  concurred  to  stamp  the  economic  process  as 
fundamentally  rational  and  beneficent,  to  obscure 
and  even  to  deny  the  distinction  between  the  social 
and  the  competitive,  and  to  assume  and  even  to  assert 
the  necessary  parallelism  between  the  private  interest 
and  the  aggregate  good.  And  the  trend  of  economic 
development  lent  for  a  time  strong  support  to  this 
conviction.  Thus  the  doctrine  of  the  economic 
harmonies  won  a  many-sided  support.  A  priori 
probability  was  with  it,  and-  wide  inductive  verifica- 
tion was  bountifully  at  hand.  The  economic  process 
recommended  itself  as  an  automatic  system  of  vol- 
untary cooperation,  a  providentially  and  beautifully 
adjusted  method  of  mutual  service.  Each  distribu- 
tive share  appeared  to  be  claimed  by  title  of  contri- 
bution to  a  product  jointly  and  coSperatively  pro- 
duced. The  factors  in  the  process  were  conceived 
as  technological  factors  and  the  title  of  each  to  re- 
muneration was  attested  and  worked  out  and  de- 
termined by  the  degree  of  its  technological  contribution. 

The  productivity  theory  of  distribution,  that  is  to 
say,  had  not  several  decades  to  wait  for  its  emergence; 
in  essentials  and  in  ultimate  analysis  it  had  already 
appeared.    It  remained  only  to  amplify  it.    In  phil- 
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osophical  phrase,  economics  had  only  to  become 
conscious  of  itself,  to  unfold  its  essential  nature,  to 
realize  and  to  complete  itself.  Not  that  there  was 
little  to  do.  It  still  remained,  for  example,  to  work 
out  its  details  and  to  emphasize  the  great  truth  that 
all  saving  is  good  —  by  the  very  fact  that  it  must 
incorporate  itself  in  social  equipment.  John  Stuart 
Mill,  it  is  true,  was  not  quite  certain  of  this,  in  view 
of.  the  occasional  happening  that  this  saving  could  be 
detected  flowing  into  government  debts;  but  none 
the  less  was  his  accomplishment  great  in  proving  to 
the  laborers  that  their  emplo3rment  and  their  wages 
were  dependent  upon  the  development  of  their 
employers'  riches  and  upon  the  growth  of  the  wage 
fund,  —  that  the  laborers'  only  hope  of  welfare  was 
in  having  as  few  of  themselves  as  possible  and  as 
many  and  as  wealthy  employers  as  possible.  Perhaps 
no  more  beautiful  and  comforting  harmony  than  this 
was  ever  disclosed.  The  interests  of  labor  and  capital 
have  ever  since  been  one  —  in  the  books. 

But  there  is  no  need  to  carry  the  discussion  further. 
The  rest  may  well  go  without  sajdng.  Since  the  time 
that  this  social  point  of  view  got  itself  well  established 
in  economic  thought  and  carried  with  it  its  equipment 
of  concepts  and  terms  and  doctrines,  all  things  indeed 
have  remained  well  and  harmonious  —  in  the  books. 
But  only  to  the  extent  that  economics  has  been  incon- 
sistent with  itself,  recurrently  and  sporadically  falling 
away  from  the  faith  of  the  fathers,  has  it  fallen  into 
touch  with  life  and  with  the  things  of  business.  Mostly, 
however,  we  can  rejoice  that  the  old  faith  still  stands. 
Mostly  we  remain  productivity  theorists  still. 

H.  J.  Davenport. 

Uniysrsttt  of  Missoubi. 


RENT  AND  PRICE:  "ALTERNATIVE  USE" 
AND  "SCARCITY  VALUE" 

SUMMARY 

I.  The  "  alternative  use  "  idea,  119.  —  A  value  or  price  notion, 
120.  —  AflsumeB  distinct  land-use  groups  and  margins,  121.  —  II.  Its 
alternative-utility  aspect,  121.  —  Not  significant  as  a  long-time  factor, 
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—  Overiooks  the  significance  of  the  intensive  margin,  135.  —  Loose 
use  of  terms,  137. 

The  following  paper  is  the  result  of  an  examination 
of  those  cases  in  which,  according  to  J.  S.  Mill,  prices 
are  in  part  determined  by  rent  payments.  In  his 
Principles  ^  Mill  sums  up  the  relation  of  rent  to  price 
as  follows:  — 

"  Rent  IB  not  an  element  in  the  cost  of  production  of  the  com- 
modity which  yields  it;  except  in  the  cases  (rather  conceivable 
than  actually  existing)  in  which  it  results  from  and  represents  a 
scarcity  value.  But  when  land  capable  of  yielding  rent  in  agri- 
culture is  applied  to  some  other  purpose,  the  rent  which  it  would 
have  yielded  is  an  element  in  the  cost  of  production  of  the  com- 
modity which  it  is  employed  to  produce." 


Mill's  statement  that,  in  case  land  capable  of 
yielding  a  rent  in  agriculture  is  put  to  some  other 
use,  its  rent  will  become  an  element  in  cost  of  pro- 
duction in  the  new  use,  —  or,  in  other  words,  will 
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enter  into  the  price  of  the  commodity  it  is  then  em- 
ployed to  produce,  —  opens  up  the  whole  question 
of  the  relation  of  so-called  alternative  uses  to  the 
theory  of  rent.  In  his  statement  there  is  a  modifi- 
cation of  the  bald  classical  doctrine  of  rent  as  put 
by  Ricardo,  the  full  significance  of  which  Mill  himself 
probably  did  not  realize,  and  which  has  been  brought 
out  by  such  writers  as  Jevons,  Hobson,^  and  Patten. 
The  concise  statement  of  the  limitation  would  be 
as  follows:  land  exists  of  different  grades;  the  state- 
ment that  rent  does  not  enter  into  price  holds  of 
necessity  only  for  one  class  of  product  raised  on  one 
grade  of  land;  the  price  of  products  raised  on  lands 
that  have  been  put  to  the  more  productive  of  two 
alternative  uses  is  in  part  a  positive  or  ''  specific  " 
rent. 

It  is  desirable  to  examine  this  newer  doctrine  more 
fully  and  critically  than  has,  to  the  writer's  knowl- 
edge, yet  been  done.  In  such  an  examination  two 
questions  at  once  arise:  (1)  What  are  alternative 
uses  and  to  what  extent  do  they  exist?  (2)  Do 
they  give  rise  to  "  positive  "  or  "  intra-marginal " 
rents,  —  rents  which  are  "  an  element  of  the  cost 
of  production  "  ? 

1.  It  must  be  observed  at  once  that  an  alternative 
"  use  "  is  a  price  or  value  idea,  —  it  assumes  a  price 
medium.  It  really  connotes  two  factors,  supply 
limitation  and  utility.  It  is  desirable  to  separate 
the  two,  and  discuss  first  the  altemative-ti<i2%  phase 
of  the  alternative-use  idea. 

As  furnishing  something  of  a  key  to  the  inquiry 
it  may  be  suggested  in  advance,  also,  that  if  altema- 


1  Eoonomlos  of  Dtstributton,  p.  120:  **WhAt  mlly  InTalldates  the  RlatttUan 
treatment  is  the  fact  that  moet  land  in  nee  hae  eeveral  alternative  uaea  or  can  contrib- 
ute toward  several  different  supplies. 
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live  uses  are  to  have  any  bearing  upon  the  rent- 
price  question  it  must  be  through  alternative  margins/ 
that  is,  through  the  existence  of  distinct  margins  for 
distinct  land-use  groups.  If  these  do  not  exist,  if 
all  are  reduceable  to  a  common  margin,  mutually 
determined  for  the  various  uses,  then  there  is  no 
place  for  positive  intra-marginal  rents.  That  part 
of  a  land  supply  which  has  an  alternative  use  can 
not  be  said  to  determine  rent  if  its  only  claim  to 
that  distinction  be  such  a  use;  for  that  would  but 
throw  one  back  upon  the  question,  what  determines 
the  rent  in  that  alternative  use  7 


II 

As  the  term  ''  alternative  use  '^  is  conmionly  em- 
ployed it  means  that  any  unit  of  land  which  can 
produce  wheat,  com,  cotton,  cattle,  manufactures, 
has  as  many  alternatives  as  products;  and  a  typical 
conclusion  is  that  '^  the  rent  of  land  for  agricultiural 
purposes  must  be  coimted  as  a  part  of  the  cost  of 
the  product  of  a  market  garden."*  To  the  writer 
this  statement  of  the  case  seems  superficial,  in  that 
it  overlooks  the  elementary  facts  that  the  essence  of 
production  is  utility  creation  and  that  in  consumption 
men  tend  to  equalize  the  marginal  utilities  of  things 
consumed. 

Let  perfect  mobility  be  assumed;  also,  a  uniformity 
in  quality  and  intensity  of  wants.  In  short,  assume 
a  static  state  and  a  problem  on  the  demand  side 

>  The  marginal  unit  is,  of  oourae,  not  neoeaaarily  the  point  of  detennination.  Thia 
poini  ia  in  the  unit  whioh  will  be  the  firat  to  oeaae  produeing  in  the  partleular  uae  under 
eonaidentlon.  It  may  be  above  the  maiginal  one  if  it  haa  aome  effective  altematlre. 
It  win  be  the  one  which  haa  the  moat  attractive  alternative  relative  to  its  productive- 
neaa  In  the  given  uae;  it  will  be  the  worat  unit  which  haa  the  beat  alternative. 

s  Johnson,  Rent  In  Modem  Economic  Theory,  p.  86. 
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in  normal  value.  Then  remember  that  the  end  of 
production  is  the  satisfaction  of  wants  and  desires: , 
that  what  land  produces  may  all  be  reduced  to  terms 
of  the  common  denominator,  utility.  Then  what 
constitutes  the  rent  of  land  is  the  productivity  of 
land  in  the  satisfaction  of  wants,  whatever  be  the 
concrete  medium. 

From  this  point  of  view  the  above  conception  of 
alternative  use,  loses  significance  in  so  far  as  it  means 
alternative  utility.  It  is  not  necessary  to  assume 
that  all  land  produces  wheat  in  order  to  bring  about 
a  single  absolute  margin.  If  the  element  of  utility, 
want-satisfying  power,  inherent  in  all  economic 
goods,  be  considered  the  essential  underlying  the 
form,  a  similar  result  is  obtained. 

So  far  land  has  been  discussed  as  jdelding  general 
undifferentiated  utility.  With  all  disturbing  and 
retarding  conditions  removed  this  would  be  suffi- 
cient. We  must,  however,  turn  to  the  short-time 
working  out  of  these  things  in  a  dynamic  society, 
to  a  problem  in  market  value.  Here  we  have  to 
reflect  that  man's  wants  are  —  immediately  —  for 
food,  for  shelter,  for  standing  room,  and  for  pleasure- 
giving  things;  and,  on  the  other  hand,  land  furnishes 
fertility,  location,  mass,  beauty.  Thus  it  would 
seem  logical  to  recognize  these  few  utilities,  at  least, 
as  fundamental  in  any  analysis  based  on  a  recognition 
of  the  fact  that  in  a  dynamic  society  the  ultimate 
essential  works  out  slowly:  that  competition,  mo- 
bility, knowledge,  are  not  perfect;  and  that  wants 
lie  in  different  planes,  so  to  speak,  varying  in  their 
urgency  and  the  means  for  their  satisfaction.  And 
on  the  basis  of  such  an  analysis  certain  land-utility 
uses,  not  immediately  competitive,  may  be  recog- 
nized, each  having  its  own  margin. 
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The  meaning  of  this  will  become  clearer  if  we  re- 
turn to  Mill's  case.  From  the  statement  that  land 
capable  of  yielding  a  rent  in  agriculture  may  yield 
a  rent  when  put  to  some  other  use,  and  that  this 
will  enter  into  the  price  of  conmiodities  resulting 
from  the  new  use,  it  might  seem  but  a  short  step 
to  the  doctrine  of  positive,  marginal  rents  within 
purely  agricultural  uses.  Between  grazing  and  mar- 
ket gardening  there  is  nearly  as  great  a  difference 
in  externals  as  there  is  between  market  gardening 
and  residence  use.  But  Mill  does  not  take  this 
step  nor  draw  conclusions  from  superficial  distinc- 
tions. In  addition  to  the  general  statement  given 
above,  he  says  :  ^  ''  Land  is  used  for  other  piurposes 
than  agriculture,  especially  for  residence;  and  when 
so  used  yields  a  rent,  determined  by  principles  simi- 
lar to  those  already  laid  down.  The  groimd  rent 
of  a  building,  and  the  rent  of  a  garden  or  park  attached 
to  it,  will  not  be  less  than  the  rent  which  the  same 
land  would  afford  in  agriculture:  but  it  may  be 
greater  than  this,  to  an  indefinite  amount.  .  .  .'' 
Sites  desirable  for  their  convenience,  he  says,  have 
their  rents  determined  by  the  ordinary  laws  of  rent ; 
but  those  of  remarkable  beauty  are  ''  at  a  scarcity 
value."  The  only  case  considered  by  him,  then, 
in  which  the  eidstence  of  an  alternative  use  may  allow 
rent  to  enter  into  the  determination  of  price,  exists 
when  agricultural  land  is  applied  to  uses  other  than 
agriculture.  Beside  residence  sites,  which  he  evidently 
deems  the  chief  instance  of  the  phenomenon,  he 
mentions  wharfs,  docks,  harbor  room,  water-power, 
"  and  many  other  privileges." 

Thus  Mill  gives  the  principle  of  alternative  use 
but  a  narrow  scope  as  compared  with  the  treatment 

>  Book  m,  eh.  v,  $2. 
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of  8ome  later  writers;  he  does  not  divide  lands  into 
numerous  use  groups:  he  does  not  consider  lands 
producing  com  and  lands  producing  wheat  as  be* 
longing  to  distinct  alternative  uses,  and  having 
separate  margins.  He  considers  cases  in  which  the 
alternative-utility  use  is  —  immediately  at  least  — 
of  a  different  order,  in  which  land  passes  from  the 
production  of  one  utility  to  another  fundamentally 
distinct.  The  cases  he  mentions  represent  a  transfer 
from  agriculture  to  a  use  in  which  desirability  for 
residence  as  determined  by  beauty  and  convenience 
of  location  is  the  basis.  This  point  is  of  no  little 
significance;  for,  where  units  of  land  produce  in 
such  manner  as  to  satisfy  wants  of  the  same  order  — 
where  the  consumers'  goods,  to  the  production  of 
which  land  contributes,  may  be  substituted  —  a  prob- 
lem arises  which  differs  materially  from  the  case 
that  Mill  considers.  Residence  use,  harbor  room, 
and  dock  space  do  not  satisfy  a  man's  hunger.  The 
utilities  of  a  building  lot  and  of  a  com  field  do  not 
come  to  the  same  market.  So  far  as  market  values 
are  concerned,  a  logical  recognition  of  the  capability 
of  land  areas  to  produce  different  orders  of  utilities 
has  some  significance,  —  tho,  as  will  be  seen,  not 
that  assigned  by  Mill,  Jevons,  or  Hobson. 

Thus  it  may  be  logical  to  divide  land  into  several 
non-competing  use  groups,  and  to  distinguish  as 
many  separate  margins.  In  one  group  place  all 
lands  which  yield  utility  through  extractive  produc- 
tion, notably  agricultural  land.  In  a  second  group 
place  such  lands  as  owe  their  utility  to  their  power 
to  satisfy  wants  for  building  sites.  These  funda- 
mental groups  might  be  subdivided:  agricultural 
lands  being  composed  of  food-producing,  building- 
material-producing,  and  fiber-producing  lands;  build- 
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ing  lands  of  (1)  lands  for  mere  residence,  (2)  lands 
valued  for  convenience  or  beauty  of  situationi  and 
(3)  transportation  and  factory  lands.  The  rents 
of  these  non-competing  groups  of  land  may  be 
measured  from  separate  margins.  On  the  basis  of 
this  analysis  a  logical  classification  of  the  lands  of 
a  society  might  be  given  as  follows: 


Utmties 
yielded. 


Indirectly,  through 
prothuium. 


fFood 
JBxtractiTe'l  Fiber 
[  Mineral 

Tranfportation 


Consnmert* 
Goods. 


Manufacture  •{  Factories,  etc. 


In  the  long  run,  lands  whose  utilities  are  yielded 
indirectly  through  production  are  brought  into  re- 
lation with  lands  whose  utilities  are  yielded  directly 
for  consumption  through  consumers'  goods  in  the 
shape  of  food  products,  clothes,  and  the  like.  But 
in  short-time  periods  the  utilities  may  be  distinct. 

Here  a  word  should  be  added  concerning  termin- 
ology. Properly  speaking,  lands  within  a  competitive 
utility  group  are  not  subject  to  alternative  \ise  within 
that  group.  They  yield  the  same  kind  of  utility, 
they  have  complementary  utilities,  but  not  in  any 
significant  sense  aUemative  ones.  These  words  stand 
for  different  ideas  and  it  may  be  that  confusion  in 
their  use  has  confoimded  thought. 

From  the  economic  standpoint,  "  alternative  ' '  has 
a  ''  short-time  "  meaning,  and  should  be  applied  when 
land  in  one  group  may  be  put  to  another  and  a  dis- 
tinct use  in  another  group  —  as  where  agricultural 
land  is  used  for  residence.  And  it  should  be  borne 
in  mind  that,  economically  speaking,  there  is  no 
alternative  use  unless  the  net  utility  produced  in  one 
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use  equals  the  net  utility  yielded  in  the  other;  for, 
unless  the  price  of  the  produce  in  the  one  use  at 
least  equals  that  in  the  other,  the  land  will  not  be 
put  to  a  different  use. 

Ill 

It  is  necessary  now  to  turn  to  the  supply-limitation 
element  in  alternative  uses.  The  question  becomes 
one  purely  of  supply,  —  of  pounds,  bushels,  acres. 
If  possible,  it  will  be  well  to  keep  clear  of  price  and 
value  ideas  for  a  moment,  thinking  only  of  quantities 
of  want-satisfying  power.  The  existence  of  limits, 
general  and  particular,  to  the  supply  of  land  utilities 
is  the  salient  thing. 

In  the  first  place,  there  is  the  general  limitation,  — 
the  fact  that  land  as  a  whole  is  limited  in  amoimt. 
This  being  granted,  assume  land  to  be  of  equal  pro- 
ductivity. Under  such  an  assumption  there  could 
be  no  non-competitive  land  groups  so  far  as  supply 
is  concerned:  rents  would  be  equal  for  given  areas, 
perfect  competition  being  assumed.  There  would 
be  but  one  intensive  margin. 

But,  in  fact,  lands  vary  vastly  in  productivity 
according  to  situation  and  physical  and  chemical 
composition.  There  are,  in  the  second  place,  then, 
certain  particular  limitations  to  supply.  The  (1) 
supply  of  lands  suitable  for  certain  products  is  limited, 
and  the  (2)  supply  obtainable  from  given  areas  of 
land  suitable  for  the  same  product  varies.  That  is, 
the  supply  obtainable  with  a  given  effort  or  invest- 
ment of  labor  and  capital  varies.  (Here  the  element 
of  human  cost  must  be  introduced.)  Accordingly 
there  are  (1)  absolutely  distinct  groups  whose  supply 
margins  will  be  unrelated,  and  (2)  various  margins, 
extensive  and  intensive,  within  these  groups. 
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Where,  by  reason  of  the  fact  that  the  land  can  pro- 
duce but  one  kind  of  product,  it  is  from  the  supply 
side  entirely  unrelated  and  distinct  from  other  land, 
there  is  no  alternative  use.  Thus  rice  and  com  are 
related  as  utilities  satisfying  food  wants,  but  there 
is  no  direct  relation  between  the  supplies  of  land 
upon  which  they  are  produced.  Such  uses  need 
no  further  consideration  from  the  alternative-supply 
view  point. 

Where  the  supply  groups  are  more  or  less  closely 
related  on  the  supply  side,  —  as  com  land  and  wheat 
land,  or  land  for  dwelling  and  factory  use,  —  there 
is  clearly  a  sort  of  alternative-supply  use.  Here 
the  lands  fall  into  what  may  be  called  a  competitive 
supply  group. 

They  may  or  may  not  be  equally  adaptable  to  the 
production  of  each  of  the  various  utilities.  If  they 
are,  utility  alone  decides  whether  there  are  any 
distinct  or  determining  alternative  uses.  We  are 
thrown  back  upon  the  reasoning  in  our  first  division. 
But  probably  they  are  not.  Then  within  this 
or  that  competitive  supply  group  (e.  g.,  com-wheat- 
rye  land)  there  are  various  limits  on  supply  set  by 
costs  of  production  on  various  areas,  and  these  vary- 
ing costs  of  production  differ  for  different  areas. 
One  field  may  be  able  to  produce  more  bushels  of 
want-satisfying  power  in  the  shape  of  com  than  of 
wheat  with  the  same  cost. 

The  supply  of  land  for  any  particular  use  is  limited, 
as  is  all  land,  and  further  by  the  fact  that  it  can  only 
be  increased  by  taking  land  from  some  other  use. 

But  the  question  is,  does  this  fact  of  different 
relative  facility  of  production  within  some  potential 
supply  group  make  distinct  supply  margins?  Are 
the  alternative-supply  "  uses "  positive  and  deter- 
mining or  merely  expressions  of  broader  forces  ? 
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The  only  way  to  answer  this  question  and  to  bring 
matters  to  some  synthesis  is  to  connect  at  once  supply- 
limitation  with  the  concept  of  utility  already  worked 
out.  This  means  coming  to  a  value  or  price  point 
of  view,  when  we  can  logically  use  the  idea  of  mar- 
ginal utility  and  of  net  returns. 

Now  return  for  a  moment  to  the  assumption 
of  equal  competition  and  imiform  demand  and  a 
problem  in  normal  value.  What  happens  then  is 
this:  in  seeking  to  equalize  the  marginal  utilities 
of  goods  men  bring  the  price  of  each  into  relation 
with  that  of  the  other.  Land  which  can  yield  utility 
in  different  concrete  forms  is  subject  to  competition 
in  the  sense  that  it  tends  to  be  put  to  the  use  in  which 
it  jrields  the  highest  net  retiun.  The  lands  of  the 
nation^  of  the  world,  even,  tend  to  be  arranged  in 
a  scale  of  productivity  so  that  each  acre  will  yield 
the  maximum  net  utility.  On  this  basis  all  units 
of  land  are  thrown  into  one  aggregate  in  that  their 
annual  values  or  rents  are  inter-related,  being  price- 
determined  surplusses  measured  from  a  common 
no-surplus-utility  margin.  There  would  be  one  grade 
of  land  or  one  grade  of  investments  upon  land,  so 
unproductive  of  utility  that  it  could  only  satisfy 
the  one  who  works  and  the  one  who  waits.  This 
land  might  be  producing  or  yielding  utility  in  the 
form  of  wheat,  cotton,  cranberries,  or  motor  garages. 
The  essential  thing  is  that  it  produces  no  net  or  surplus 
utilities. 

Here,  again,  the  common  notion  of  alternative 
use  appears  superficial.  If  rent  ''  for  agricultural 
purposes "  is  to  be  considered  intra-marginal  and 
positive,  instead  of  going  on  to  the  margin  from 
which  it  itself  is  measiured  to  the  no-rent  margin 
for  all  land,  it  must  be  because  the  utilities  yielded 
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by  these  lands  are  evaluated  in  different  markets; 
otherwise,  as  price-determined  surplusses,  there  would 
be  a  common  margin.  But,  under  the  above  assump- 
tion, the  latter  is  the  case. 

Now  if,  following  the  previous  procedure,  we  pass 
to  market  values,  short-time  conditions,  and  admit 
variations  in  marginal  utilities  and  demand,  the 
same  non-competitive  utility  use  groups  appear. 
But  we  are  in  a  position  to  make  at  least  one  addition 
as  a  result  of  bringing  in  supply-limiting  considera- 
tions. 

The  utility  groups  distinguished  above  may  be 
thought  of  as  forming  a  series  of  vertical  cleavages 
offering  more  or  less  obstacle  to  a  free  inter-relation 
of  utilities  and  margins.  Now  the  supply-limitation 
factor  makes  possible  and  necessary  a  grouping  of 
wants  and  utilities  in  relation  to  limited  supply 
which  cuts  across  these  vertical  groups  with  a  hori- 
zontal cleavage.  For,  passing  from  the  assumption 
that  wants  are  similar  in  quantity  and  quality,  we 
note  that  in  fact  wealth  is  unequally  distributed, 
which  makes  unequal  purchasing  power  or  ''  effec- 
tive demand."  A  rough  attempt  to  suggest  the 
result  is  indicated  in  the  following  diagram.     Let 


Food 
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A  be  the  consumption  of  the  poorer  classes,  B  of 
the  middle  classes,  C  of  the  wealthy.  They  form 
market  layers  or  strata  which  do  not  coincide. 

So  far  as  the  demand  for  Fifth  Avenue  residence 
utility,  diamond  mines,  game  preserves,  manufactiur- 
ing  sites  for  silks  and  luxuries  of  various  kinds  is 
concerned,  the  poor  may  be  eliminated.  Here  are 
distinct    price    markets    and    margins. 


IV 

Such  being  the  nature  and  occurrence  of  ''  alter- 
native uses,"  does  the  rent  of  agricultiural  land,  for 
example,  become  an  '^  element  in  the  cost  of  produc- 
tion of  the  commodities  which  it  is  employed  to 
produce "  in  another  use  ?  Do  alternative  uses 
which  are  truly  such  give  rise  to  positive,  intra-mar- 
ginal  rents  ? 

If  by  becoming  an  element  is  meant  a  causal  or 
determining  one,  the  answer  is  no.  The  price  which 
expresses  the  utility  yielded  by  building  land,  and 
from  which  its  rent  is  drawn,  is  fixed  on  building 
land  and  measured  from  that  which  jdelds  no  rent. 
If  the  price  fixed  here  so  rises  that  agricultural  land 
will  jrield  greater  net  utility  in  the  building  group 
it  is  taken  up,  but  not  untU  the  higher  price  has  been 
determined. 

If  A  is  debating  whether  to  put  his  lot  to  growing 
celery  or  build  upon  it,  the  decisive  thing  is  the  price 
to  be  expected  for  each  utility.  This  determines 
what  his  gross  return  would  be  in  either  use.  It 
then  remains  to  figure  on  his  expenses,  among  which 
he  counts  his  rent.  But  the  question  is,  not  what 
A  figures  in  his  expenses,  but  what  determines  this 
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rent  and  what  is  its  reUUion  to  the  price  which  A  has 
counted  upon  f  the  price  which  the  consumer  will 
pay  ?    This  is  the  more  fundamental  question. 

The  true  significance  of  the  non-competing  use 
groups  just  distinguished  is  this:  when  agricultiural 
land,  for  instance,  goes  to  building  use  through 
price  change  it  has  a  potential  alternative  use,  whose 
effectiveness  depends  upon  prices  determined  in 
another  use  market  which  has  but  an  indirect  con- 
nection with  the  former.  As  a  result  of  this  fact 
this  land  may  pass  from  one  use  to  the  other.  It 
miLSt,  economically  speaking,  whenever  its  net  or 
surplus  utility  is  greater  in  the  other  use.  It  then 
has  no  alternative.  In  the  transition  it  affects 
the  supply  of  residence  or  building  utility,  and  so, 
indirectly,  the  price  and  the  margin  of  such  utility. 
Thus  marginal  utilities  are  equalized. 

To  sum  up,  from  the  viewpoint  of  marginal  utility 
the  doctrine  of  so-called  alternative  use  is  of  limited 
significance  in  the  theory  of  rent.  It  applies  only 
in  the  case  of  lands  having  utilities  in  groups  of  a 
different  order  dynamically,  that  is,  non-competitive 
use  groups,  and  only  operates  when  and  where  the 
surplus  utility  approaches  equality  in  two  such  use 
groups,  which  approach  finds  expression  in  price 
changes.  Land  may  then  pass  over  —  it  must  — 
and  its  rent  be  measured  from  a  different  and  dis- 
tinct margin.  In  so  doing  it  affects  the  supply  of 
utility  yielded  in  the  new  group,  and  thus,  indirectly, 
through  the  forces  of  supply  and  demand  which 
determine  price  and  margin  and  rent,  affects  price. 
The  existence  of  separate  margins  in  non-competi- 
tive land  uses  does  not  mean  that  land  rent  is  the 
less  a  permanent  price-determined  differential. 

Some  practical  considerations  are  the  following: 
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(1)  But  a  very  small  part  of  all  the  land  used  in 
agriculture  has  an  alternative  use  for  residence, 
or  other  purposes.  (2)  Once  transferred  from  the 
agricultural  to  the  residence  group,  land  becomes 
so  specialized  as  not  to  pass  back  readily,  and  prices 
and  rents  may  fall  considerably  below  the  retium 
to  be  got  in  agriculture  before  it  will  be  devoted 
to  farming.  (3)  Land  frequently  varies  in  quality 
within  a  small  area,  and  marginal  land  will  be  foimd 
on  many  farms  and  ranches,  which  in  turn  are  scat- 
tered over  the  country,  thus,  obviously,  rendering 
practically  impossible  the  operation  of  alternative 
uses. 

So  much  for  Mill's  treatment  of  alternative  use 
as  a  factor  which  causes  rent  to  enter  into  prices. 
He  makes  an  important  exception  to  the  sweeping 
statement  that  rent  can  never  affect  price,  but  does 
not  give  a  very  extensive  application  to  it.  We 
conclude  that  even  in  the  cases  given  rent  does  not 
determine  or  fix  price. 


But  it  will  be  remembered  that  Mill  makes  another 
possible  exception.  He  says  that  in  certain  cases, 
''rather  conceivable  than  actually  existing,"  rent 
which  represents  a  scarcity  value  may  become  an 
element  in  the  cost  of  production  of  the  commodity 
which  yields  it. 

In  order  to  do  justice  to  Mill  it  is  here  necessary 
to  determine  exactly  what  he  means.  Does  he 
mean  that,  as  Marshall  points  out,  the  extension 
of  the  cultivation  of  certain  crops  may  cause  a  rise 
in  the  rent  of  land  used  for  certain  other  crops  to 
which  it  might  have  been  applied  ?   By  no  means.    He 
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gives  three  illustrations  of  what  he  means:  (1)  In  the 
case  of  nunes  he  states  that  the  worst  mine  may  itself 
yield  a  rent  ^  because  of  a  sudden  increase  in  demand. 
(2)  In  the  case  of  fisheries,  if,  in  the  face  of  an  in- 
creasing demand,  there  are  no  more  fisheries  avail** 
able,  ''  the  value,  doubtless,  may  rise  to  a  scarcity 
rate,  and  the  worst  fisheries  in  use  may  then  yidd 
a  considerable  rent."  (3)  In  the  case  of  a  country 
so  fully  peopled  that  all  the  lands  are  under  cultiva- 
tion while  there  can  be  no  importation  from  other 
coimtries,  land  and  its  produce  will  rise  to  a  monop- 
oly or  scarcity  price,  and  under  such  circumstances 
Mill  conceives  that  rent  "  very  largely  "  may  form 
a  part  of  cost  (and  so  enter  into  the  determination 
of  price). 

Consider  the  last  case  first.  Imagine  with  Mill  an 
island  so  filled  with  people  that  every  inch  of  land  not 
necessary  for  dwellmg  and  standing  room  is  under 
cultivation.  Under  such  circumstances  would  there 
be  a  positive,  ''  specific  "  rent  at  the  margin  ?  The 
answer  seems  to  be  clearly  in  the  negative.  Mill 
himself  defines  rent  as  being  a  differential  return  which 
merely  equalizes  the  profits  of  different  farming  capi- 
tals, by  enabling  the  landlord  to  appropriate  all  extra 
gains  occasioned  by  the  superiority  of  natural  advan- 
tages. Such  being  the  case,  as  long  as  there  are 
different  degrees  of  profitableness  in  the  employment 
of  this  agricultural  capital  —  due  to  different  land 
qualities  —  there  will  be  a  no-rent  margin  from  which 
to  measure  the  superiority  of  profitableness.  We  are 
speaking  here  of  the  entire  quantity  of  available  land 
considered  in  all  its  uses.  In  this  connection  a  dia- 
gram may  be  presented  with  advantage. 

>  Book  III.  oh.  Y.  13.  >  Book  m.  eh.  ▼.  (2. 
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Let  B  C  in  the  diagram  represent  the  amoiint  of 
land  in  our  island.  It  is  successively  taken  into 
cultivation,  until  the  last  (or  worst,  rather)  unit 
is  reached,  as  to  which  unit  all  other  units  will  yield 
a  surplus.  We  are  not  for  the  moment  considering 
the  intensive  margin,  and  such  being  the  case,  the 
last  unit  iC,  when  taken  imder  cultivation  will 
yield  nothing  over  the  cost  of  production,  but  the 
aggregate  rent  will  be  ABC.  Thus  far  there  has 
been  no  rent  at  the  margin. 


Now  suppose,  with  Mill,  that  the  population 
continues  to  increase  and  the  price  of  food  to  rise. 
Obviously  a  more  intensive  cultivation  must  be 
resorted  to.    The  result  is  the  quantity,  BeC.    Fur- 
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ther  increases  in  the  demand  result  in  a  production 
of  BDCy  and  the  last  unit,  iC,  produces  inC.  But 
is  this  a  price-determining  surplus  ?    So  Mill  states. 

It  seems  that  Mill  is  in  error.  He  is  right  in  hold- 
ing that  the  marginal  unit  of  land  (iC)  may,  from 
the  extensive  standpoint,  yield  a  rent;  but  he  is 
wrong  in  inferring  that  this  rent  enters  into  price. 
The  rent  arising  on  the  poorest  land  in  cultivation 
is  in  its  turn  simply  a  differential  return  to  a  more 
profitable  investment  of  labor  and  capital  as  compared 
with  the  least  profitable  application  which  the  in- 
creasing demand  has  made  necessary. 

We  may  speak  of  two  margins:  the  extensive 
and  the  intensive  margins.*  BC  represents  the 
former;  DE,  the  latter.  Mill  seems  to  think  that 
the  product  arising  below  the  extensive  margin, 
i.e.,  BCD,  is  a  cost  and  enters  into  the  fixation  of 
prices,  or  at  least  that  is  the  logical  outcome  of  his 
statement  that  the  rent  on  the  unit  that  was  the 
extensive  margin  will  enter  into  price.  But  the 
fallacy  of  the  position  is  apparent.  With  the  growth 
of  population  on  the  iahud  we  are  merely  driven 
from  one  margin  to  another,  —  from  a  vertical  ex- 
tensive margin  to  a  horizontal  intensive  margin, — 
and  this  is  true  not  only  for  the  land  as  a  whole,  but 
for  that  part  of  it  (iC)  that  was  on  the  extensive 
margin. 

The  two  other  cases  in  which  Mill  leaves  the  in- 
ference that  on  account  of  scarcity  positive  price- 
entering  rents  may  exist  at  the  margin,  may  be 
criticised  in  a  similar  manner.  If  the  rise  in  price 
is  temporary,  it  results  in  what  may  best  be  called 

*  See  Frof.  H6llMid«r'«  artteie  on  '*  The  Conoept  of  MwHiial  Rent "  publlihed 
In  thli  Journnl.  Jmuaary,  1M5. 
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pure  profits;  if  it  lasts,  there  is  a  new  and  lower 
margin.    In  any  case,  the  rise  is  price-determined. 

In  his  Economics  of  DistribiUum  Hobson  supposes  ^ 
a  case  like  Mill's  and  concludes  that  '^  the  worst  land 
in  use  may  or  must  pay  an  actual  rent.  This  will 
not  be  a  differential  rent,  but  a  forced  or  scarcity 
rent.''  This  statement  is  unsound  for  the  same 
reason  which  invalidates  Mill's  reasoning,  and  Hob- 
son's  whole  argument  is  vitiated  by  a  false  separa- 
tism in  not  considering  together  the  extensive  and 
the  intensive  margins.  He  is  inconsistent,  too,  in 
that  he  seems  to  forget  his  own  insistence  on  ''  land 
use  "  rather  than  land  acres  as  a  basis  of  payment 
for  land.  While  it  is  true  that  a  rent  may  arise  on 
the  poorest  unit  of  land  Bkrea,  there  is  a  no-rent  land- 
use.  Here  lies  the  significance  of  the  intensive 
margin. 

A  somewhat  different  phase  of  the  same  fallacy 
is  apparent  in  a  recent  article  published  in  these 
columns.  The  writer  says,  "  Where  monopoly  power 
of  any  kind  exists,  absolute  intensive  marginal  rents 
will  appear.  These  rents  will  enter  price  as  do 
wages  and  interest.  .  .  ."  ^  The  reasoning  seems 
to  be  based  on  the  idea  that  a  ''  normal  flow  "  of 
labor  and  capital  is  obstructed  thus  causing  an  in- 
tensive margin  ''  which  is  actually  higher  than  that 
of  land  employed  in  other  enterprises."  But  does 
the  fact  of  a  higher  intensive  margin  —  assuming 
it  to  be  true  —  mean  a  positive  rent  at  that  mar- 
gin ?  —  one  which  enters  price  ?  Not  if  the  reason*- 
ing  of  this  paper  is  sound.  Nor  does  the  article 
referred    to    show    how    a  higher  intensive  margin 

>  p.  120. 

>  Quttterly  Journal  of  Eoonomlot,  August,  1906,  p.  606.  BdfttloD  of  Mu|liui] 
Rents  to  Ptloe,  by  F.  T.  Carlton. 
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causes  '^  absolute  marginal  rents."  It  might  as 
well  be  argued  that  because  a  poor  farmer  may  not 
work  his  land  with  sufficient  capital,  —  and  whose 
intensive  margin  is  consequently  higher  than  his 
better  equipped  neighbor's,  —  intra-marginal  rent  ap- 
pears upon  his  land,  and  enters  the  price  of  his  produce. 

It  is  probable  that  Mill  fell  into  error  partly  through 
a  loose  use  of  terms.  His  language  is  inconsistent. 
He  first  defines  rent  as  a  surplus  over  cost  of  pro- 
duction, and  states  that  it  is  the  result  of  the  sale  of 
commodities  whose  value  ''  is  not,  correctly  speaking, 
a  scarcity  value."  How  then  can  he  consistently 
say,  "  A  commodity  may  .  .  .  yield  a  rent  even 
under  the  most  disadvantageous  circumstances  of  its 
production;  .  .  .  when  it  is  ...  .  selling  at  a 
scarcity  value  ?  "  * 

Again,  it  will  be  remembered  that  Mill  used  the 
phrase  ^'  cost  of  production  "  rather  than  the  word 
^*  price,"  saying  that  rent  is  an  element  in  the  cost 
of  production  of  the  commodity  which  yields  it  in 
certain  cases'  where  it  represents  a  scarcity  value. 
But  how  can  a  retiun  which  is  a  surplus  above  the 
cost  of  production  enter  into  the  determination  of 
that  cost  ?  It  might  be  possible  at  least  to  argue 
the  statement  that  such  a  surplus  entered  into  ''  price,'' 
but  that  it  should  largely  determine  that  quantity 
to  which  it  is  a  surplus  is  inconceivable. 

It  would  seem  that  Mill  has  in  mind  what  are  really 
two  different  classes  of  surplus,  both  of  which  he 
calls  rent;  but  one  of  which  is  profits.  On  the  one 
hand  he  defines  rent  as  a  differential  which  is  not  a 
result  of  scarcity  value,  but  of  the  ''  circumstances 

1  Sm  Book  m,  oh.  V,  H2,  and  4.  *  Book  in,  ch.  vi.  §0. 
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of  production."  On  the  otbw  hand  he  says  a  rent 
may  result  at  the  margin  from  an  increase  in  demand 
relative  to  the  supply,  —  u  e.,  from  scarcity.  These 
ideas  are  in  contradiction,  and  the  latter  kind  of 
rent/'  so-called,  is  really  pure  profits. 

Lewis  H.  Hanst. 
Untvsbsitt  of  Tbzas. 
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STANDARDIZING  THE  WAGES  OF 
RAILROAD  TRAINMEN 

SUMMARY 

Increase  of  wages  planned  by  trainmen  in  1907,  but  not  pnm&d 
beeauee  of  the  pamc,  140. — New  movement  in  1909,  141. — ^The  first 
attack  came  on  the  Baltimore  Sc  Ohio.  Arbitration  and  award  under 
the  Eidman  Act,  144.  —  Arbitration  on  the  New  York  Central,  and 
settlement  on  the  same  badb  on  other  lines,  148.  —  Effects  of  "  stan- 
daidisatioa"^  iBBquafities  remain,  and  are  even  accentuated,  161.  — 
Omneetion  between  increase  of  wages  and  advance  of  freight  rates; 
the  trainmen  exert  pressure  for  higher  rates,  167. 

In  the  recent  hearings  on  the  proposed  advances 
in  freight  rates,  the  railroads  laid  stress  on  the  in- 
creases in  wages  of  employees.  Abundant  evidence 
was  introduced  to  show  how  this  one  item  in  the 
aggr^ate  had  increased  operating  expenses,  but 
little  information  was  offered  to  show  the  results  in 
specific  cases.  The  subject  is  of  sufficient  importance 
to  justify  the  recital  of  some  such  detail,  to  trace 
the  inception  and  partial  success  of  the  efforts  of  the 
employees'  organizations  to  '^  standardize  *'  rates  of 
pay,  to  point  out  instances  where  standardization 
has  defeated  its  object  by  creating  new  discrimination, 
and  to  note  the  efi^ect  which  the  arbitration  proceed- 
ings and  standardization  have  had  and  may  have 
on  the  relations  between  the  railroads  and  their  em- 
ployees. 

For  the  purposes  of  this  article,  railroad  trainmen 
will  include  conductors,  train  baggagemen,  brakemen, 
flagmen,  and  yard  switchmen.  They  are  strongly 
organized,   the  Order  of  Railway   Conductors   con- 
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trolling  road  conductors,  and  the  Brotherhood  of 
Raiht)ad  Trainmen  embracing  train  baggagemen, 
brakemen,  flagmen,  yard  conductors,  and  yard  brake- 
men.  The  engine  crews  belong  either  to  the  Brother- 
hood of  Locomotive  Engineers  or  the  Brotherhood 
of  Locomotive  Firemen  and  Enginemen.  All  of  the 
brotherhoods  work  under  the  "  open  shop "  policy 
and  their  administration,  compared  with  that  of 
other  labor  unions,  has  been  marked  by  conservatism 
and  moderation.  The  engineers  and  the  firemen 
negotiate  and  maintain  their  working  i^reements 
separately,  but  the  conductors  and  trainmen  usually 
appoint  a  joint  committee  to  represent  the  two  orders 
in  conferences  with  the  management  on  rates  of  pay 
and  working  conditions. 

The  unit  of  service  in  the  operation  of  trains  is 
the  train  mile,  and  the  compensation  of  men  in  train 
service  is  regulated  by  the  rate  per  mile.  Formerly, 
per  diem  or  trip  rates  were  the  rule,  but  the  mileage 
basis  (advocated  by  the  employees'  organizations) 
is  now  general,  except  in  switching  service,  where 
the  rate  per  hour  remains. 

During  the  latter  part  of  1907,  with  traffic  unpre- 
cedented in  volume  and  the  railroads  not  only  taxed 
to  the  utmost  capacity  of  their  facilities  but  also 
unable  to  obtain  experienced  men,  the  organisations 
planned  to  demand  an  advanced  wage  scale  with  the 
beginning  of  the  new  year  (1908).  But  before  ne- 
gotiations were  fairly  b^un,  the  effect  of  the  financial 
depression  of  1908  was  apparent,  and  the  employees 
saw  the  futility  of  adhering  to  their  program.  In- 
stead, their  strength  was  successfully  directed  toward 
overcoming  the  efforts  of  some  of  the  railroads  to  reduce 
wages.  The  Boston  &  Maine,  for  instance,  asked 
its  men  to  accept  a  5  per  cent  cut  for  a  few  months. 
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The  men  were  not  unwilling  thus  to  help  the  company- 
through  the  crisis,  but  their  leaders  would  not  permit 
them  to  accept  a  reduction,  even  tho  temporary, 
fearing  no  doubt  that  the  precedent  would  be  followed 
generally  by  all  the  railroads.  A  proposal  to  reduce 
wages  on  one  of  the  railroads  in  the  south  was  frus- 
trated by  President  Roosevelt,  who  threatened  to 
institute  a  Federal  inquiry  if  an  attempt  were  made 
to  diminish  the  compensation  of  employees.  It  was 
evident  that  continued  efforts  to  reduce  wages  would 
result  in  conflict  with  employees;  it  was  plain  also 
that  if  such  a  conflict  occurred,  the  railroads  would 
have  the  active  opposition  of  the  President.  Under 
the  circumstances,  wages  were  not  reduced,  but 
forces  were  cut  to  the  quick,  and  a  large  part  of 
the  program  for  construction  or  improvement  of  facil- 
ities abandoned.  From  the  railroad  viewpoint,  the 
one  saving  feature  in  the  situation  was  the  opportunity 
to  clear  the  service  of  some  of  the  imdesirable  men 
who  had  been  employed  in  1907,  when  men  better 
fitted  for  railroad  work  were  not  available. 

In  October,  1909,  representatives  of  the  conductors 
and  trainmen  of  all  the  roads  east  of  Chicago  and 
north  of  the  Chesapeake  &  Ohio  Railroad  met  in  Boston 
and  formed  the  Eastern  Association  of  General  Com- 
mittees. At  this  meeting,  a  standard  wage  scale, 
based  on  the  western  rates,  was  adopted.  The  roads 
radiating  northward,  westward,  and  southward  from 
Chicago  have  been  obliged  to  pay  higher  rates  than 
in  the  east,  and  the  brotherhood  officers  have  been 
trying  for  years  to  bring  the  eastern  roads  to  the 
Chicago  standard.  After  the  new  basis  had  been 
duly  passed  upon  and  approved  individually  by  the 
men  through  the  local  lodges  of  the  organizations, 
the  managing  officers  of  all  the  eastern  roads,  were. 
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on  Monday,  January  3,  1910,  simultaneously  served 
with  a  formal  demand  for  the  new  wage  schedule. 
Answer  was  requested  on  or  before  January  20th, 
with  the  suggestion  that  the  raibx>ads  facilitate  nego- 
tiations by  dealing  jointly  with  the  organization 
leaders. 

There  was  difference  of  opinion  among  the  railroad 
officers  as  to  how  the  concerted  action  of  the  organiza- 
tions should  be  met.  In  the  west,  a  precedent  had 
already  been  established  by  the  Chicago  General 
Managers'  Association  in  dealing  collectively  with 
organization  leaders  and  committees  of  workmen, 
and  the  suggestion  was  offered  that  the  machmery 
of  the  General  Managers'  Association  of  New  York 
be  utilized  in  coping  with  the  present  emergency. 
This  method  would  have  facilitated  settlement  and' 
enabled  the  railroads  to  show  a  solid  front  in  meeting 
demands  which  were  regarded  by  them  as  unreason- 
able. In  the  light  of  subsequent  events  it  is  now 
evident  that  concerted  action  would  have  been  advan- 
tageous to  the  railroads.  But  the  plan  did  not  have 
unanimous  support.  It  was  decided,  eventually,  that 
each  road  should  meet  its  own  employees  indepen- 
dently, decline  the  wage  scale  as  presented  and  make 
the  best  compromise  possible.  Prominent  railroad 
managers  had  publicly  stated  that  the  high  cost  of 
living  justified  a  reasonable  increase  in  wages.  In 
meeting  the  committees  the  officials  conceded  freely 
that  a  revision  of  the  wage  schedule  should  be  made 
to  meet  new  conditions.  There  was  no  disagreement 
on  the  main  question;  the  difference  of  opinion  was 
as  to  the  extent  of  the  increases. 

When  the  managers  and  the  committees  met  to 
discuss  the  proposition  it  was  evident  that  the  com- 
mittees in  themselves  had  no  authority  to  deviate 


WAGES  OF  RAILROAD  TRAINMEN  143 

from  the  scale  of  wages  as  presented.  It  was  plain 
that  the  organizations  were  determined  to  fight.  The 
local  committeemen  stated  frankly  that  imder  instruc- 
tions from  their  grand  officers  nothing  short  of  the 
whole  schedule  could  be  accepted. 

Very  little  was  accomplished  in  the  preliminary 
skirmish.  Both  sides  stood  firm  while  the  organiza- 
tion leaders  planned  the  line  of  attack.  Their  first 
problem,  the  selection  of  the  road  on  which  to  begin 
operations,  was  an  important  one,  and  at  the  outset 
it  seemed  that  the  choice  would  lie  between  the  Penn- 
sylvania, Baltimore  &  Ohio,  Lackawanna,  and  New 
York  Central.  The  Pennsylvania  had  always  paid 
the  highest  rates,  but  the  employees  were  not  as 
strongly  organized  as  on  other  roads  and,  moreover, 
this  road  had  been  conspicuously  successful  in  pre- 
venting labor  union  encroachment  in  matters  of 
management.  The  Lackawanna  offered  an  attractive 
field  on  accoimt  of  its  financial  strength,  the  Central 
was  strongly  organized.  The  Baltimore  &  Ohio  had 
the  combination  of  wage  rates  nearly  as  high  as  the 
Pennsylvania,  and  much  stronger  labor  organization. 
Finally,  it  was  decided  that  the  first  test  should  be 
made  on  the  Baltimore  &  Ohio,  and  early  in  February 
the  management  of  that  road  found  arrayed  against 
it  the  full  strength  of  the  Order  of  Railway  Conduc- 
tors and  Brotherhood  of  Railroad  Trainmen,  with 
the  other  organizations  interested  spectators,  prepared 
to  claim  their  share  of  the  spoils. 

Pl^dent  Willard  of  the  Baltimore  &  Ohio  had 
just  assumed  office,  and  when  affairs  reached  a  critical 
state  he  personally  conducted  the  negotiations  with 
the  organization  leaders.  Efforts  to  compromise  were 
fruitless.  A  strike  vote  was  taken,  and  a  conffict 
seemed  inevitable.    Arbitration  was  offered  but  de- 
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clined  by  the  men.  President  Willard  then  suggested 
mediation,  and  altho  this  was  not  agreeable  to  the 
labor  leaders  they  finally  conciirred  in  the  request 
of  the  railroad  that  Chairman  Knapp,  of  the  Inter- 
state Conmierce  Commission,  and  Commissioner  Neill, 
of  the  Bureau  of  Labor,  adjust  the  differences  under 
authority  of  the  Erdman  Act.  After  a  series  of  hear- 
ings, an  award  was  given,  which,  considering  that  the 
Baltimore  &  Ohio  (with  one  exception)  akeady  had 
the  highest  rates,  was  a  distinct  victory  for  the  men. 
The  following  table  will  show  the  result  in  a  few  typical 
instances :  — 

Wage  Rate  in  Cents  per  Mile  ^ 


CUwB  of  Servloe 


Through  Passenger  Conductors 
Through  Freight  Conductors 
Through  Passenger  Brakemen 
Through  Freight  Brakemen 


Old 
Rates 

lUtM 

Demanded 

New 
Award 

2.00 

2.76 

2.08 

3.405 

3.80 

3.03 

1.33 

1.05 

1.50 

2.31 

2.53 

2.42 

Per  Cent 
Inoreaee 


3.1% 

4.8% 

12.8% 

4.8% 


While  the  Baltimore  &  Ohio  negotiations  were  in 
progress,  the  relations  between  the  New  York,  New 
Haven  &  Hartford  and  its  trainmen  had  been  strained 
almost  to  the  breaking  point.  After  protracted  con- 
ferences and  the  company's  final  refusal  to  grant  the 
rates  called  for  by  the  Eastern  Association  schedule, 
a  strike  votle  was  taken  and  the  leaders  were  empowered 
to  go  to  any  extreme  to  force  the  issue.  About  this 
time,  the  Baltimore  &  Ohio  award  was  handed  down 
and  jBL  compromise  was  effected  under  which  the  same 
basis  of  rates  was  applied  to  the  New  Haven  system. 
The  comparative  results,  in  a  few  typical  cases,  are 
tabulated :  — 


Ptwenger  ciews  averace  166  miles  per  worklnc  day:  frelglit  erewi,  100  miles. 
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Wage  Bates  per  Mile 

or  per  Day 

• 

OliiJM  fiff  fl«irvtfw 

Old 

Rates 

New 

Per  Cent. 

Rates 

Demanded 

Basis 

Increase 

Through  pass'r  conductor 

2.15c. 

2.75c. 

2.68c. 

24.7% 

Local 

$3.60 

$4.25 

$4.20 

16.7% 

Through  freight        ** 

3.35c. 

3.80c. 

3.63c. 

8.3% 

Through  paae^T  brakeman 

1.25c. 

1.G5C. 

1.50c. 

20.0% 

Local 

$2.20 

$2.55 

$2.50 

13.6% 

Through  freight        '' 

2.35c. 

2.53c. 

2.42c. 

3.0% 

Under  the  old  rates,  a  conductor  running  a  through 
passenger  train  from  Boston  to  New  York,  on  duty 
from  five  and  one  half  to  six  and  one  half  hours,  was 
paid  $5.00.  Now  he  receives  $6.22,  an  increase  of 
25  per  cent.  His  compensation  averages  $1.00 
per  hour.  The  brakemen  on  the  same  train  formerly 
were  paid  $2.90;  now  they  receive  $3.48,  an  increase 
of  20  per  cent.  Their  compensation  averages  more 
than  60  per  cent  per  hour,  their  work  and  responsibility 
are  light,  and  in  many  cases  their  experience  in  rail- 
road service  does  not  cover  more  than  two  or  three 
years. 

Following  closely  on  the  New  Haven  settlement, 
n^otiations  were  concluded  on  the  same  basis  with 
the  Boston  A  Maine  road.  This  had  the  same  pas- 
senger wage  rates  as  the  New  Haven  with  lower  freight 
rates.  The  Boston  &  Maine  freight  men,  therefore, 
received  a  relatively  greater  increase  than  that  shown 
in  the  foregoing  comparative  table. 

While  the  program  of  standardization  was  pro- 
gressing in  New  England,  the  committees  on  the 
New  York  Central  were  contesting  for  higher  pay. 
First,  they  demanded  the  Eastern  Association  standard 
rates,  but  when  the  Baltimore  &  Ohio  basis  was  applied 
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to  the  New  Haven  and  Maine  systems^  the  Central 
committees  withdrew  the  original  demands  and  in- 
sisted on  the  Baltimore  schedule.  The  New  York 
Central  held,  with  good  reason,  that  the  rates  awarded 
on  the  Baltimore  &  Ohio  to  meet  the  physical  and 
traffic  conditions  obtaining  on  the  mountainous  divi- 
sions of  that  road  could  not  fairly  be  applied  to  the 
New  York  Central  —  a  level,  four-track  road,  fully 
block  signalled,  running  frequent  express  passenger  and 
fast  freight  trains  with  very  few  stops.  The  Baltimore 
A  Ohio  mileage  rate,  made  sufficiently  high  to  enable 
its  trainmen  to  earn  fair  wages,  would  give  unreasonably 
high  wages  on  the  New  York  Central,  with  its  more 
favorable  operating  conditions.  For  instance,  a  pas- 
senger conductor,  then  paid  $144  per  month,  running 
between  New  York  and  Buffalo,  439  miles,  making 
18  one-way  trips  per  month,  would  receive  $212  per 
month  on  the  Baltimore  basis,  an  increase  of  48  per 
cent. 

In  other  respects,  the  Baltimore  &  Ohio  basis  was 
held  by  the  New  York  Central  management  to  be 
inapplicable  to  its  conditions,  and  therefore  could  not 
be  granted.  The  situation  became  tense  and  strike 
talk  was  prevalent.  As  a  result  of  an  individual 
poll  of  the  members,  the  leaders  announced  an  over- 
whelming majority  in  favor  of  extreme  measures  to 
gain  their  point. 

Meanwhile,  the  company  had  offered  a  compromise 
wage  scale  which  carried  with  it  substantial  increases. 
This  being  rejected,  President  Brown  offered  to  arbi- 
trate, but  the  organizations  refused  to  jeopardize 
the  advantages  already  gained  on  the  Baltimore  & 
Ohio,  and  the  other  roads  which  had  adopted  that 
basis.  They  would  consider  nothing  short  of  that 
schedule.    The  railroad,  realizing  the  serious  results 
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of  a  strike  in  its  effect  upon  public  convenience  and 
sentiment,  suggested  first  that  the  aid  of  the  Erdman 
Act  be  invoked  so  that  the  mediation  conunittee  might 
award  a  new  wage  basis  more  applicable  to  the  New 
York  Central.  The  brotherhood  leaders  would  not 
join  in  the  request.  The  company  then  suggested 
that  the  subject  be  referred  to  the  up-State  Public 
Service  Commission.  This,  too,  was  declined  by  the 
men.  As  another  alternative,  the  company  suggested 
that  the  presidents  of  the  Chambers  of  Commerce 
of  the  important  cities  along  the  lines  of  the  New 
York  Central  be  asked  to  act  as  an  arbitration  com- 
mittee. This,  however,  with  the  two  previous  arbi- 
tration plans,  was  rejected,  and,  finally,  President 
Brown  proposed  the  selection  of  a  committee  con- 
sisting of  Mr.  £.  E.  Clark,  of  the  Interstate  Commerce 
Commission,  and  Mr.  P.  H.  Morrissey,  President 
of  the  American  Railroad  Employees'  and  Investors' 
Association.  Mr.  Clark,  for  many  years,  was  Grand 
Chief  Conductor  of  the  Order  of  Railroad  Conductors, 
a  position  which  he  resigned  when  appointed  to  the 
Interstate  Commerce  Commission.  Mr.  Morrissey, 
similarly,  had  a  long  experience  as  a  railroad  labor 
leader  and  for  several  years  prior  to  the  acceptance 
of  his  present  position,  was  Grand  Master  of  the 
Brotherhood  of  Railroad  Trainmen.  Both  were  skilled 
in  the  principle  and  practice  of  wage  negotiation,  and, 
since  the  New  York  Central  had  sufi&cient  confidence 
in  their  fairness  to  leave  the  adjudication  of  the  whole 
subject  to  them,  the  committees  could  hardly  afford 
to  decline  the  proposal.  Mr.  Clark  and  Mr.  Mor- 
rissey both  accepted  and  no  time  was  lost  in  entering 
upon  the  task. 

In  the  meantime  affairs  on  the  Lackawanna  Rail- 
road had  reached  a  critical  point.    The  company  had 
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refused  absolutely  to  concede  the  Baltimore  schedule, 
offering  instead  a  flat  increase  of  6  per  cent.  On 
their  part,  the  men  would  not  recede  from  their  ulti- 
matum: Baltimore  rates  or  a  strike.  The  seriousness 
of  the  situation  may  be  judged  from  the  fact  that  a 
strike  was  actually  ordered,  and  the  order  withdrawn 
but  an  hour  or  two  before  the  time  set,  when  an  agree- 
ment was  reached  to  accept  the  results  of  the  New 
York  Central  award.  A  few  days  later,  similar  action 
was  taken  on  the  Delaware  A  Hudson  where  the  com- 
mittees had  been  in  session  with  the  management 
unsuccessfully  endeavoring  to  obtain  the  Baltimore 
basis. 

Hence,  in  undertaking  to  arbitrate,  Mr.  Clark  and 
Mr.  Morrissey  knew  that  the  scope  of  their  award 
would  include  not  only  the  New  York  Central,  but 
two  other  railroads,  serving  different  sections  (notably 
the  anthracite  region)  and  having  widely  differing 
phjrsical  and  traflSc  characteristics.  It  was  agreed, 
however,  that  the  evidence  and  argument  should  be 
confined  to  conditions  on  the  Central  road,  and  altho 
the  Lackawanna  and  Delaware  &  Hudson,  were  to 
abide  by  the  terms  of  the  decision  for  the  New  York 
Central,  and  the  Lackwanna  was  represented  at  the 
hearings,  they  were  not  permitted  to  offer  evidence 
nor  present  arguments  on  their  local  conditions. 

The  agreement  defined  the  scope  of  arbitration  as 
between  the  rates  of  pay  then  in  effect  and  the  rates 
demanded  by  the  Eastern  Association  standard.  It 
was  a  foregone  conclusion  that  the  new  award  would 
follow  closely  along  the  lines  of  the  Baltimore  award, 
and  in  this  neither  side  was  disappointed.  The  only 
question  in  doubt  was  th^  number  and  extent  of  the 
exceptions  to  suit  New  York  Central  local  conditions. 
In  local  passenger,  slow  freight  and  yards,  the  award 
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was  identical  with  the  Baltimore  &  Ohio,  but  in  through 
passenger  service  the  company  gained  an  important 
advantage  in  the  recognition  of  the  fairness  of  a  lower 
mileage  rate  on  long  runs  between  New  York  and 
Buffalo.  Instead  of  the  standard  rate  of  2.68c.  per 
mile,  the  award  called  for  2.4c.;  and  in  certain  cases 
it  specified  that  on  shorter  runs  a  rate  of  2.5c.  would 
obtain  until  next  year,  when  the  standard  rate  would 
become  effective.  A  similar  concession  was  made 
in  the  fast  freight  runs.  Instead  of  the  standard  rate 
of  3.63c.  per  mile  applying  at  once,  a  rate  of  3.4c.  was 
made  to  apply  until  January  1,  1911.  A  comparison 
of  the  old  and  new  will  illustrate  the  differences :  — 

Wage  Rates  per  MUe  or  per  Day 


daai  of  Senrloe 


Conductors: 
Through  Paasenger 
Suburban  Paasenger 
Through  Freight 
Local  Freight 
Switching,  day 
Switching,  night 


Old 
N.Y.C. 
Rates 

EMtern 
AM'n 
Rat«0 

New 
B.AO. 
lUtee 

New 

N.Y.C. 

lUtee 

1.756c. 

2.75c. 

2.68C.1 

2.40c. 

$3.5S 

$4.25 

$4.20 

$4.20 

3.00c. 

3.80c. 

3.63c. 

3.63c. 

3.55c. 

4.05c. 

3.975c. 

3.975c. 

$3.30 

$3.80 

$3.70 

$3.70 

$3.50 

$4.00 

$3.90 

$3.90 

Per  Cent 

Inorease 

over  old 

baaie 


36.7% 

17.3% 

21  .Oe. 

12.0% 

12.1% 

11.4% 


Under  the  new  basis,  to  take  the  illustration  al- 
ready used,  a  conductor  rnaking  18  one-way  trips  per 
month  between  New  York  and  Buffalo,  is  paid  $190, 
an  increase  of  $46  per  month  or  32  per  cent. 

The  award  was  dated  May  4th,  and  the  rates  were 
made  retroactive  to  April  1st.  In  making  them  effec- 
tive, the  Lackawanna  attempted  to  apply  to  its  through 

>  Applies  only  to  through  nine  between  New  York  and  Buffalo;  other  throoch 
rune  of  more  than  155  miles  per  aay  take  the  B.  A  O.  rate  of  2.68e.  per  mile. 
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runs  the  exception  provided  for  the  Central  in  the  case 
of  its  New  York-Buffalo  crews,  and  thereby  renewed 
the  hostility  of  the  organizations.  They  refused  to 
permit  the  exception  on  the  Lackawanna,  and  on 
appeal  to  the  arbitration  board  they  were  sustained. 
A  passenger  conductor  running  between  Hoboken  and 
Binghamton,  206  miles,  now  receives  $5.62  for  the 
trip  of  five  and  one  half  to  six  and  one  half  hours; 
formerly  he  was  paid  $4.02.  The  increase  per  day 
amounts  to  $1.50  or  37.2  per  cent. 

A  few  days  after  the  publication  of  the  New  York 
Central  award,  its  terms  were  adopted  substantially 
in  effecting  settlements  between  the  managements 
and  employees  of  the  New  York  Central  Lines  west 
of  Buffalo,  including  the  Lake  Shore,  Michigan  Cen- 
tral, and  Big  Four. 

Thus  the  wage  basis  set  by  the  mediators  imder 
the  Erdman  Act  for  the  Baltimore  &  Ohio  established 
a  new  high  level  which'  was  at  once  adopted  in  toto 
by  the  two  principal  railroads  of  New  England  (now 
imder  one  management).  It  has  been  shown  also 
that  the  attempt  of  the  Central,  by  further  arbitra- 
tion, to  get  away  from  the  Baltimore  award,  was  suc- 
cessful only  in  one  important  respect ;  and  that,  imder 
the  guise  of  a  new  award,  the  Baltimore  schedule 
was  forced  upon  the  Lackawanna  and  Delaware  & 
Hudson,  and  finally  upon  the  Central  System  Lines 
west  of  Buffalo. 

There  remained  two  important  roads  in  eastern 
territory  on  which  settlements  had  not  been  effected, — 
the  Pennsylvania  and  the  Erie.  The  latter  made  an 
earnest  appeal  for  immunity  from  the  high  wage  rates, 
pleading  financial  inability  to  pay  them.  But  the 
insistent  cry  for  standardization  would  not  be  stilled 
by  statistics  showing  the  company^s  indigence.    An 
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exception  for  the  Erie  would  have  made  a  trouble- 
some precedent  for  the  labor  leaders  and  the  road 
was  imsuccessful  in  its  plea  for  a  favorable  differential. 
The  leaders  of  the  organizations  did  agree,  however, 
as  a  concession,  to  advance  the  date  on  which  the 
standard  rates  should  become  effective,  and  thus  per- 
mit the  Erie  to  pay  somewhat  lower  rates  until  Sep- 
tember, 1911. 

On  the  Pennsylvania  Railroad,  the  differences  as-, 
sumed  a  serious  aspect.  In  some  respects,  working 
conditions  had  been  more  favorable  than  on  neighbor- 
ing lines,  and  it  had  so  long  been  the  policy  of  the  road 
to  pay  the  highest  rates  in  its  territory,  that  the  em- 
ployees came  to  regard  this  distinction  as  a  right  rather 
than  a  favor.  Therefore,  at  the  outset,  the  men  were 
frank  in  expressing  their  expectation  that  the  advan- 
tage so  long  enjoyed  would  be  continued.  In  other 
words,  the  Pennsylvania  was  expected  to  pay  higher 
rates  than  the  Baltimore  ft  Ohio  and  the  other  roads 
which  had  adopted  its  basis.  It  is  doubtful  whether 
the  employees  individually  were  in  sympathy  with 
their  leaders  in  their  attitude  on  this  particular  point. 
They  did  vote  individually  to  support  their  organiza- 
tion officers  if  a  strike  was  considered  advisable,  but 
before  such  an  extreme  measure  became  necessary, 
an  agreement  was  reached  under  which  the  New  York 
Central  award  would  apply,  except  where  Pennsylvania 
rates  were  then  higher,  in  which  case  the  existing  rates 
would  not  be  reduced.  The  settlement  of  this  diffi- 
culty practically  completed  the  work  of  standardization 
in  the  eastern  territory. 

Having  thus  traced  the  history  of  the  standardiza- 
tion movement,  attention  will  now  be  directed  to  some 
of  its  influences.  Its  underl}dng  principle  is  to  insure 
that  a  workman  on  one  dividion  will  receive  as  much 
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for  his  skill  and  services  as  any  other  workman  per- 
forming similar  service,  whether  it  be  in  the  same 
locality,  or  on  another  division  or  road.  The  trend  of 
standardization  is  always  upward,  never  downward, 
the  low  level  men  being  lifted  to  the  higher  plane. 
The  weakness  of  the  recent  movement  lies  in  the  fact 
that  its  scope  included  only  the  rates  of  pay.  No  ac- 
count was  taken  of  differences  in  physical  and  trafBc 
conditions  and  little  regard  for  differences  in  localities. 
The  rate  per  mile  is  the  same,  whether  it  be  made  on 
a  single  track,  mountainous  branch  line  or  on  a  level, 
four-track  road,  where  it  is  possible  to  run  100  miles 
in  very  much  less  time  that  on  a  single  track.  Again, 
the  rate  per  day  in  suburban  or  short-run  passenger 
service  is, the  same  whether  the  man  makes  several 
round  trips  which  keep  him  on  duty  most  of  the  time, 
or  when  very  small  mileage  is  made  and  the  man  is 
off  duty  the  greater  part  of  the  time.  For  example, 
the  train  crews  on  the  short  branch  lines  have  always 
been  paid  less  than  the  men  in  main  line  suburban 
service.  Branch  line  service  is  not  so  exacting;  there 
is  less  responsibility,  particularly  on  short  branches 
with  but  one  engine  and  crew.  The  hours  are  more 
regular  and  usually  there  are  long  lay-over  periods 
between  trips  in  which  the  crew  is  not  required  to  do 
any  work.  It  is  possible,  in  most  cases,  for  the  men 
to  take  all  their  meals  at  home  and  to  live  a  regular 
home  life,  particularly  when  employed  near  localities 
where  r^its  and  other  living  expenses  are  low.  These 
advantages  have  been  sufficient  to  make  branch  runs 
attractive,  even  at  lower  wages.  On  one  of  the  roads 
a  branch  line  conductor,  prior  to  the  recent  changes 
was  paid  $3.25  per  day;  a  conductor  on  the  main  line 
in  subiu'ban  service  was  paid  $3.84.  The  arbitration 
award  has  placed  them  on  a  parity  and  both  receive 
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$4.20  per  day.  The  main  line  man,  performing  more 
work  and  harder  work  for  his  $4.20  than  the  man  on 
the  branch,  is  paid  the  same  sum. 

Another  instance  of  inequality  is  in  the  relation 
between  road  freight  rates  and  yard  switching  rates. 
A  freight  train  brakeman  receives  $2.42  for  100  miles 
or  less  if  made  in  10  hours  or  less.  His  runs  are  usually 
so  arranged  that  he  makes  a  trip  out  of  his  home  ter- 
minal one  day  and  returns  the  next  day,  thus  neces- 
sitating his  taking  rest  at  the  opposite  terminal,  where 
he  must  rent  a  room  or  otherwise  arrange  for  a  resting 
place  and  meals,  with  the  consequent  expense.  In  slow 
freight  service  there  is  no  regularity  to  his  hours — 
the  crews  are  in  a  "  belt "  and  are  run  ^^  first  in,  first 
out^'  according  to  the  demands  of  the  service.  He 
is  therefore  imable  to  have  regular  home  life  or  to 
make  social  engagements.  In  contrast  with  these 
working  conditions,  the  yard  brakeman  or  switchman 
has  regular  hours.  If  he  lives  near  the  yard  he  can 
have  all  his  meals  at  home,  has  no  road  expenses, 
can  sustain  normal  home  life  and  work  under  condi- 
tions which  are  more  attractive  than  road  freight  work. 
Yet  he  receives  $3.40  for  10  hours  of  day  service, 
and  $3.60  for  the  same  number  of  hours  at  night, 
an  average  of  $1.08  more  per  day  than  the  road  brake- 
man.  To  be  sure,  the  work  of  the  switchman  is  hard 
and  dangerous;  a  large  proportion  of  injuries  to  em- 
ployees occurs  in  yard  service.  But  road  freight  work 
is  also  hazardous,  particularly  on  moimtain  grades 
where  the  brakemen  must  ride  out  on  top  of  the  train. 
The  difference  in  risk  and  work  in  yard  service,  what- 
ever it  may  be,  is  nearly  offset  by  work  which  entails 
less  responsibility  and  regularity  of  hours  which  per- 
mits a  more  normal  home  life.  Undoubtedly  yard 
brakemen  should  get  slightly  higher  wages,  but  an 


154  QUARTERLY  JOURNAL  OF  ECONOMICS 

increase  of  45  per  cent  over  the  road  rate  is  hardly 
reasonable. 

A  freight  conductor  is  paid  $3.63  for  100  miles  or  10 
hours.  A  freight  brakeman's  rate  is  $2.42,  or  67  per 
cent  of  the  conductor's  rate.  In  yard  service,  the  day 
conductor  is  paid  $3.70  and  the  day  brakeman  $3.^ 
or  92  per  cent  of  the  conductor's  wages.  The  brake- 
man  in  yard  service  is  paid  45  per  cent  more  than 
the  same  man  in  road  service;  the  yard  conductor 
has  only  4.7  per  cent  more  than  the  freight  conductor. 
The  road  brakeman  receives  only  67  per  cent  of  the 
conductor's  rate;  in  yard  service  the  brakeman's 
pay  is  92  per  cent  of  the  conductor's  wage.  The  dif- 
ferences in  work  and  hazard  require  some  distinction 
in  pay  but  none  so  great.  Again:  The  pay  of  a  yard 
engineer  on  one  of  the  New  England  roads  before  the 
recent  increases  was  $3.84  per  day;  the  night  yard 
brakeman's  was  paid  $2.50,  or  65  per  cent  of  the  en- 
gineer's rate.  Now  the  engineer  is  paid  $4.11  and  the 
night  yard  brakeman  $3.60  or  88  per  cent  of  the  en- 
gineer's wages.  The  discrimination  lies  in  the  fact 
that  the  engineer's  pay  was  increased  but  7  per  cent, 
while  the  brakeman,  through  the  process  of  ''  stan- 
dardization," was  awarded  an  increase  of  44  per  cent. 

There  has  heretofore  been  some  equality  between 
the  rates  paid  to  the  firemen  and  brakemen  in  yard 
service.  Now  the  yard  brakeman  receives  $1.25  per 
day  more  than  the  fireman.  The  n^otiations  between 
the  companies  and  the  engineers  and  firemen  were 
completed  or  were  well  under  way  before  the  Balti- 
more &  Ohio  award  was  handed  down  and  was  forced 
upon  the  other  roads.  Consequently,  the  disturbance 
of  ratios  of  long  standing  has  caused  some  disaffection 
on  the  part  of  the  engine  crews,  who  acted  indepen- 
dently and  were  not  a  part  of  the  standardization 
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program.  They  have  no  fault  to  find  with  their 
own  rates  of  pay,  but  feel  that  the  conductors  and 
trainmen  are  receiving  more  than  their  fair  share  of 
the  wage  increases. 

The  question  may  be  raised  as  to  how  the  men  them- 
selves regard  the  inequalities  between  road  and  yard 
service.  A  satisfactory  reason  for  their  apparent 
indifference  does  not  suggest  itself  unless  it  is  that 
the  greater  fascination  of  train  service  makes  up  for 
the  smaller  wages.  The  romantic  features  of  life  on 
the  road  appeal  particularly  to  the  ''  green ''  men, 
and  if  they  elect  road  service  when  they  begin,  they 
must  stay  in  road  service  if  they  would  retain  their 
seniority  rights.  Probably,  too,  the  yoimger  men 
do  not  appreciate  as  fully  as  the  experienced  and  mar- 
ried men,  the  advantages  of  regular  hours  and  home 
life. 

It  has  already  been  noted  that  an  actual  dis- 
crimination between  men  of  the  same  class  results 
from  the  abolition  of  the  different  mileage  rates  for 
divisions  of  different  physical  and  traffic  characteris- 
tics. The  Baltimore  &  Ohio  award  of  3.63c.  for  con- 
ductors and  2.42c.  for  brakemen  has  been  applied 
imiformly  in  freight  service  by  all  railroads  in  the  east- 
em  territory,  where  formerly  the  rate  was  scaled  to 
meet  local  conditions  and  insure  reasonable  wages. 
A  typical  case  on  the  Lackawanna  system  will  illus- 
trate the  point.  When  first  the  mileage  basis  for 
pajring  train  crews  was  adopted,  the  Buffalo  division 
freight  men,  operating  over  a  practically  level  road, 
were  paid  a  slightly  lower  rate  per  mile  than  the  freight 
men  on  the  Scranton  division,  which  aboimded  in 
grades  and  curves.  By  reason  of  physical  advantages, 
the  Buffalo  division  men  made  their  mileage  in  less 
time,  made  it  easier,  and  earned  more  money  per  month 


166  QUARTERLY  JOURNAL  OF  ECONOMICS 

than  the  Scranton  division  crews,  notwithstanding 
the  higher  mileage  rate  on  the  mountainous  division. 
The  new  basis  has  now  levelled  this  distinction  be- 
tween the  two  divisions,  to  the  disadvantage  of  the 
Scranton  division.  The  Buffalo  men  will  make  no 
complaint  but  the  Scranton  men  will  surely  feel  ag- 
grieved because  of  the  loss  of  the  premium  of  long 
standing.  A  Buffalo  conductor  now  earns  from  70 
to  80  cents  per  hour;  the  Scranton  division  conductor, 
from  52  to  60  cents. 

Enough  has  been  said  to  prove  that  standardizar 
tion  of  the  rate  per  mile  has  not  only  not  eliminated 
discrimination  but  has  actually  created  new  inequali- 
ties. The  cases  mentioned  are  sufficient  to  indicate 
their  nature  and  seriousness. 

We  shall  now  consider  briefly  the  effect  which  the 
arbitration  proceedings  and  the  extensive  wage  in- 
creases have  had  and  may  yet  have  on  the  relations 
between  the  railroad  companies  and  the  employees 
in  train  service. 

With  the  beginning  of  the  year  1910,  railroad  mana^ 
gers  were  confronted  with  the  problem  of  raising  freight 
rates  as  well  as  with  the  necessity  of  paying  higher 
wages.  If  the  situation  had  not  been  complicated 
by  the  freight  rate  question,  it  is  probable  that  the 
railroads  would  have  offered  a  more  determined  re- 
sistance to  the  demands  of  the  employees  and  might 
have  prevented  some  of  the  unreasonably  high  wage 
rates  which  are  causing  such  a  heavy  increase  in  operat- 
ing expenses.  But  when  the  negotiations  reached 
a  point  where  it  plainly  meant  arbitration  or  strike, 
the  railroads  chose  the  more  peaceful  alternative. 
A  strike,  undoubtedly,  would  have  added  to  the  popular 
distrust  of  railroads  and  placed  greater  difficulties 
in  the  way  of  a  satisfactory  adjustment  of  the  freight 
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rate  situation.  Possibly,  too,  the  personnel  of  the 
arbitration  boards  may  have  suggested  that  if  Federal 
instrumentality  were  responsible  for  materially  in- 
creasing the  cost  of  railroad  operation  by  awarding 
higher  wages,  then  Federal  approval  might  not  be 
withheld  when  the  rate  increases  came  up  for  review. 
The  Baltimore  &  Ohio  award  was  framed  by  Chairman 
Knapp  of  the  Interstate  Commerce  Commission  and 
Commissioner  Neill  of  the  Bureau  of  Labor;  on  the 
New  York  Central  arbitration  board,  the  senior  member 
was  Commissioner  Clark  of  the  Interstate  Conmierce 
Commission.  It  remains  to  be  seen  how  much  weight 
will  be  given  by  the  Commission  to  the  relation  of 
railroad  wages  to  freight  rates  but  there  is  an  impres- 
sion in  railroad  circles  that  since  the  awards  in  the 
wage  disputes  have,  in  a  sense,  the  stamp  of  govern- 
mental approval,  it  would  be  inconsistent  on  one  hand 
to  force  upon  the  railroads  a  wage  scale  higher  than 
they  could  afford  to  give  voluntarily  and  on  the  other 
hand  deny  the  railroads  the  one  ready  means  of  meeting 
the  increased  expense. 

Confirming  this  impression,  the  committeemen  re- 
presenting the  employees  frequently  expressed  the 
opinion,  while  arbitration  was  in  progress,  that  the 
increase  in  the  pay  roll  expense  would  be  more  than 
made  up  by  the  greater  revenue  from  the  advanced 
freight  rates.  From  the  frequency  and  apparent 
sincerity  of  the  statement,  the  conclusion  is  natural 
that  it  was  inspired  by  the  grand  officers  of  the  or- 
ganizations. If  this  opinion  is  correct,  then  they  too 
felt  that  there  would  be  no  hitch  in  the  freight  rate 
program.  But  the  injunction  restraining  the  west- 
em  roads  from  increasing  their  rates,  the  subsequent 
agreement  between  President  Taft  and  the  railroads 
under  which  the  tariffs  were  withdrawn,  and  the  pas- 
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sage  of  the  amended  Interstate  Commerce  law,  have 
made  it  impossible,  as  yet,  for  the  railroads  to  recoup 
themselves  in  the  manner  intended.  The  disappoint- 
ment of  the  raihroads  on  account  of  the  setback  to 
the  plan  for  advancing  the  rates  has  had  the  effect 
of  aligning  the  railroads  workers  on  the  side  of  the 
companies  in  deprecating  the  policy  of  the  adminis- 
tration and  the  Interstate  Commerce  Commission. 
As  an  illustration  of  the  force  of  this  sentiment,  the 
organizations  arranged  a  mass  meeting  in  New  York, 
September  24th,  which  was  attended  by  upwards 
of  3000  railroad  men,  and  in  which  resolutions  were 
adopted  pledging  their 

"  collective  and  individual  efiForts  against  those  who  are  selfishly 
and  otherwise  antagonistic  to  the  interests  from  which  we  derive 
our  livelihood  "  and  "  earnestly  requesting  the  Interstate  Com- 
merce Ck)nmii88ion  to  consider  the  proposed  increases  in  the  trans- 
portation rates  of  our  employers  in  a  broad-minded  manner,  and 
from  the  standpoint  of  their  general  knowled^  of  railway  condi- 
tions as  they  exist;  that  technicalities  and  mipractical  theories 
should  not  be  allowed  to  over-ride  well  known  facts;  and  that 
such  disposition  may  be  made  of  the  matter  as  will  foster  and 
encourage  the  efficiency  of  the  service,  the  wdfare  of  the  rank  and 
file  and  maintenance  of  standards  best  calculated  to  enhance  the 
development  of  the  properties/' 

The  Interstate  Commerce  Commission,  Congressmen, 
and  Senators  have  been  deluged  with  petitions  from 
railroad  employees  praying  that  the  railroads  be  given 
some  relief  from  further  regulation  and  restriction 
and  allowed  to  advance  their  freight  rates.  The  rail- 
road brotherhoods,  as  such,  rarely  permit  themselves 
to  be  drawn  into  any  action  which  has  a  political  aspect ; 
but  in  the  effort  to  induce  the  Interstate  Commerce 
Commission  to  give  favorable  consideration  to  the 
freight  rate  increases,  the  brotherhoods  and  their 
individual  members  have  been  active  allies  of  their 
employers.    This  alliance  is  justified  by  the  organiza- 
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tdon  leaders  on  two  grounds;  first,  because  the  pros- 
pmty  of  railroad  workers  depends  primarily  on  the 
prosperity  of  the  railroads  and  the  further  prosperity 
of  the  railroads  demands  a  greater  revenue  per  unit 
of  service  rendered;  and,  second,  since  generous  wage 
increases  were  granted  either  by  arbitration  pro- 
ceedings or  voluntarily,  and  on  the  assumption  that 
it  would  be  possible  to  advance  freight  rates  at  once, 
the  organizations,  to  show  good  faith,  should  do  all 
in  their  power  to  influence  the  Interstate  Commerce 
Commission  to  act  favorably. 

Looking  at  the  situation  from  another  viewpoint, 
the  normal  gap  between  the  railroad  management 
and  their  men  has  been  widened  by  the  results  of  re- 
cent arbitration.  Heretofore,  except  in  a  few  cases, 
the  renewal  of  wage  agreements  has  been  a  matter 
of  adjustment  between  the  managements  and  local 
committees  representing  the  men,  in  which  mutual 
concessions  were  common.  The  greater  proportion 
of  the  settlements  were  effected  without  recourse  on 
the  part  of  employees  to  the  grand  officers  of  their 
brotherhoods.  Only  in  rare  cases  has  it  been  necessary 
to  invoke  the  aid  of  outside  influence  or  to  submit 
the  differences  to  arbitration.  It  is  too  much  to  hope 
that  this  policy  of  local  adjustment  will  be  the  rule 
hereafter.  The  success  of  the  standardization  move- 
ment, engineered  entirely  by  the  national  leaders  of 
the  organization,  imdoubtedly  marks  the  passing  of 
the  local  committee  as  a  power  in  settling  wage  rates. 
It  is  reasonable  to  prophesy  that  nearly  all  future 
negotiations  of  this  character  will  be  conducted  by 
the  grand  officers  of  the  brotherhoods  or  their  deputies. 
The  outlook  in  this  respect  naturally  is  distasteful 
to  the  railroad  official,  who  resents  outside  inter- 
ference, and  who  conscientiously  feels  that  the  best 
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interests  of  the  road  and  its  men  lie  in  handling  such 
matters  locally  between  the  company  and  its  men  as 
employees,  not  as  labor  unions.  On  some  of  the  east- 
em  roads,  it  had  never  been  necessary  to  call  in  a  union 
official.  But  in  the  light  of  precedents  established 
this  year,  and  the  success  of  the  organizations,  rail- 
roads managers  are  facing  changed  conditions  which 
are  forcing  the  personal  element  in  the  relations  with 
employees  to  the  backgroimd. 

William  J.  Cunningham. 

Hab¥Ahd  Uniybbsitt. 


NOTES  AND  MEMORANDA 


THE  DUN-GIBSON  INDEX  NUMBER 

In  the  August  issue  of  this  Journal,  Professor  J* 
Pease  Norton  called  attention  to  ''  a  revised  index  number 
for  measuring  the  rise  in  prices"  which  Thomas  Gibson 
has  recently  begun  to  publish  in  continuation  of  the  sus- 
pended Dun  Index.  A  critical  examination  of  the  merits 
of  this  new  series  may  be  serviceable  to  economists. 


tt 


"  For  a  great  many  years,"  as  Professor  Norton  says, 

the  Dun  index  numbers  had  the  approval  of  the  business 
world."  What  is  more  surprising,  they  won  the  sanction  of 
the  Treasury  Bureau  of  Statistics,  and  for  some  time  were 
regularly  re-published  in  its  official  documents,  including 
the  Statistical  Abstract  of  the  United  States. 

Whether  they  merited  this  popular  approval  and  this 
official  recc^nition  is  highly  questionable.  No  one  knows 
what  value  to  set  upon  the  Dun  series,  for  the  simple  reason 
that  the  compiler  never  disclosed  what  data  he  used.  Dun's 
Review  stated  regularly  that  350  commodities  were  in- 
cluded, and  that  the  price  of  each  was  "  multiplied  by  the 
quantity  annually  consumed  by  each  inhabitant,  as  nearly 
as  may  be  ascertained  by  statistical  records."  But,  for 
lack  of  space,  the  Review  never  printed  the  list  of  articles, 
never  stated  the  sources  from  which  quotations  were  taken, 
and  never  explained  how  '*  the  quantity  annually  consumed 
by  each  inhabitant"  was  estimated.  Hence  the  results 
had  to  be  accepted  on  faith.  Their  vogue  was  due  to 
"  prestige  value." 

But  no  mystery  veiled  the  distinguishing  feature  of  the 

Dun  series.    Unlike  most  other  index  numbers,  it  was  not 

lei 
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an  average  of  relative  prices,  but  a  sum  of  actual  prices  in 
dollars  and  cents.  It  professed  to  show  "the  cost  of  a 
year's  supplies  of  all  the  necessaries  of  life  "  for  a  single 
person.'  Dun's  Review  soberly  explained  that,  "While 
these  figures  can  not  be  considered  exact,  the  approxima- 
tion is  sufficiently  close  to  attain  the  desired  result,  and 
the  ratio  being  constant  the  comparison  with  different 
dates  shows  to  a  cent  the  rise  or  fall  in  cost  of  living."  ^ 

This  pretence  of  showing  accurately  changes  in  cost  of 
living  was  a  ciuious  blunder;  for  the  quotations  used  in 
constructing  Dun's  series  were  taken  from  wholesale  mar- 
kets. That  changes  in  prices  at  wholesale  differ  materially 
from  changes  in  prices  at  retail  is  well  known.  The  best 
available  evidence  concerning  the  nature  and  degree  of  this 
difference  is  given  by  a  table  showing  the  average  relative 
prices  of  the  25  foods  for  which  the  Bureau  of  Labor  pub- 
lishes both  wholesale  and  retail  quotations.'  According 
to  this  table,  changes  in  wholesale  prices  usually  indicate 

TABLE  I 

Rblahtb  Prices  of  25  Foods  at  Wholesale  and  RBTAHi 
Arithmetic  Means.    Average  prices  1890-99  «>  100 


AtWholeBsle 

At  Retail 

Atl 

RTholeBale 

At  Be 

1890 

109 

102 

1899 

96 

99 

1891 

113 

104 

1900 

101 

101 

1892 

105 

102 

1901 

104 

105 

1893 

115 

105 

1902 

113 

110 

1894 

103 

100 

1903 

107 

110 

1895 

96 

98 

1904 

106 

110 

1896 

84 

95 

1905 

107 

111 

1897 

86 

96 

1906 

113 

114 

1898 

93 

98 

1907 

117 

119 

&  Henoe  the  pnotloe  of  multiplylnc  the  prioe  of  each  artiole  by  the  ooneumption 
ptr  capild* 

*  Dun's  Review,  September  7,  1901.  Quoted  In  Bulletin  of  the  Depertment  of 
Labor,  Mareh,  1902,  p.  211.  ItaUos  mine.  *'  The  ratio  being  oonstant,"  probably 
refers  to  the  system  of  weighting  which  Is  explained  below. 

s  The  commodities  Included  are:  applee-evaporated;  beans;  beef-fresh;  beef- 
salt;  brsad-wheat;  butter;  cheese;  coffee;  com  meal;  eggs;  fish-salt;  flour-wheat; 
lard;  mUk;  molassss;  mutton;  pork-bacon;  poik-dry  or  pldded;  pork-ham;  pota- 
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the  direction  in  which  retail  prices  are  moving.  But  they 
cannot  be  trusted  even  so  far,  since  the  fluctuations  of 
1902-04  present  an  exception  to  the  rule.  As  an  index 
of  degree  of  change  in  cost  of  living,  on  the  contrary,  the 
wholesale  figures  are  altogether  untrustworthy.  The  aver- 
age variation  from  one  year  to  the  next  is  more  than  tvdce 
as  great  for  the  wholesale  series  in  the  table  as  for  the  retail 
series  —  5.9  points  against  2.4.  It  follows  that  the  Dun 
index  number  is  not  what  it  purports  to  be  —  an  accurate 
measure  of  changes  in  cost  of  living. 

Whatever  merits  the  Dun  series  possesses,  then,  must 
be  merits  as  an  index  of  changes  in  wholesale  prices.  But 
if  so  much  be  granted,  the  advantages  of  Dun's  system  of 
weighting  are  open  to  question.  The  weights  employed 
are  food  50%,  clothing  18%,  and  minerals  and  miscellan- 
eous goods  each  16%.  Professor  Norton  regards  this 
scheme  of  weights  as  worthy  of  continuation,  because 
American  families  with  incomes  of  less  than  $700  have 
been  found  to  make  47%  of  their  expenditure  upon  food, 
14%  upon  clothing,  and  39%  upon  other  things.  No 
doubt,  weights  derived  from  family  budgets  are  the  best 
for  use  in  tables  of  retail  prices  which  show  changes  in  cost 
of  living.  But  it  does  not  follow  that  proportions  of  family 
expenditure  are  the  best  guage  of  the  relative  importance 
of  commodities  in  wholesale  trade.  Indeed,  there  is  a 
measure  of  absurdity  in  applying  such  weights  to  groups 
of  commodities  Uke  pig  iron,  lime,  fertilizers,  lead,  hides, 
and  brick,  which  do  not  enter  into  family  budgets.^  Con- 
sumers' goods  made  from  these  materials  might  logically 
be  weighed  in  this  manner;  but  not  the  materials  them- 
selves. 

toes;  pmiiM;  rloe;  siisar;  tea;  vinegar.  To  make  the  oomparlBon  as  fair  as  poedblo, 
I  Imto  used  the  retail  prlees  for  the  North  Atlantic  States  when  the  wholesale  market 
Is  New  Yoric,  and  for  the  North  Central  States  when  the  wholesale  market  is  Chloaco . 
The  Bureau  of  Labor's  oomparison  between  the  relative  prices  of  80  foods  at  retail 
and  54  foods  at  wholesale  Is  less  trustworthy  than  the  present  table.  Nevertheless 
tt  yields  substantially  similar  results.  See  Bulletin  of  the  Bureau  of  Labor,  July, 
1908.  pp.  105-7. 


1  These  articles  are  among  the  few  definitely  known  to  be  Included  In  Dun's  list . 
Bee  SUtMlcal  Abstract  of  the  United  States,  1007,  p.  560,  note. 
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As  the  vogue  of  the  Dun  Index  grew,  the  compiler  became 
more  ambitious  and  began  to  extend  his  figures  backward, 
until  finally  he  made  an  imbroken  series  for  every  year 
since  1860.  Any  one  who  has  dealt  with  American  price 
quotations  must  wonder  enviously  where  this  bold  statisti- 
cian foimd  trustworthy  records  of  prices  and  consumption 
for  his  350  commodities  over  this  long  period  of  time.  If 
he  really  had  the  data,  he  wronged  all  students  of  the  sub- 
ject by  not  publishing  them,  or  at  least  indicating  his  sources. 
If,  on  the  other  hand,  he  was  forced  by  scantiness  of  quota- 
tions to  work  with  fewer  commodities,  or  to  make  substitu- 
tions as  he  went  fiui^her  back,  then  he  tacitly  compromised 
the  integrit}"^  of  his  series.  Not  until  the  substantial  con- 
tinuity of  the  quotations  used  has  been  guaranteed  by  a 
frank  statement  can  confidence  be  felt  in  the  comparability 
of  the  figures  for  different  years  and  decades. 

At  best,  then,  Dim's  index  number  shows  the  fluctuations 
in  wholesale  prices  of  an  unknown  and  presiunably  changing 
list  of  commodities,  weighted  by  per  capita  consumption, 
ascertained  no  one  knows  how.  Whether  it  was  worth 
while  to  attempt  a  continuation  of  this  dubious  series  after 
Dun's  Review  dropped  it  is  doubtful.  For,  however  perfect 
the  continuation,  comparisons  between  the  new  figures  and 
the  old  must  always  be  attended  by  the  uncertainty  which 
clouds  the  title  of  the  latter. 


II 

But  is  the  Gibson  Index  really  a  continuation  of  the  Dun 
series? 

Two  important  changes  have  been  made  in  the  method 
of  computation.  First,  the  number  of  commodities  included 
has  been  reduced  from  350  to  50,  and  the  latter  list  has 
been  published.  Second,  the  character  of  the  series  has 
been  changed  from  a  sum  of  wholesale  prices  of  a  year's, 
supplies  of  necessaries  for  one  person  in  dollars  and  cents 
to  an  average  of  relative  prices.  These  relative  prices  are 
taken  ready-made  from  the  Bureau  of  Labor  and  are  based 
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upon  average  actual  prices  in  the  decade  1890-99.  To 
graft  these  relative  prices  upon  the  Dun  series,  it  was  neces- 
sary to  multiply  them  by  0.843.  This  figure  represents 
the  average  of  the  Dun  numbers  for  1890-99,  corresponding 
to  an  average  of  1.000  foi  the  same  period  in  the  series 
borrowed  from  the  Bureau  of  Labor.^ 

Aside  from  this  multiplication  by  0.843,  Professor  Nor- 
ton's case  for  treating  the  new  average  of  50  relative  prices 
as  a  continuation  of  the  old  sum  of  350  actual  prices  rests 
upon  the  use  of  what  he  treats  as  identical  weights.  Dun's 
plan  of  multiplying  the  price  of  each  commodity  by  its 
per  capita  consumption  is  given  up,  and  the  pretence  that 
the  results  measure  changes  in  cost  of  living  is  all  but  dropped. 
The  continuity  of  weights  consists  simply  in  making  the 
group  of  foods  as  a  whole  count  for  50%  of  the  total,  and 
the  groups  of  textiles,  minerals,  and  miscellaneous  articles 
count  for  18%,  16%,  and  16%  respectively.  To  show 
that  this  method  of  manipulating  relative  prices  drawn 
from  the  Bureau  of  Labor  does  actually  produce  results 
nearly  identical  with  Dun's  index  number.  Professor  Norton 
compares  the  new  Gibson  and  the  old  Dun  figures  for  four 
dates,  the  year  1896,  and  the  months  January,  February, 
and  March,  1907  —  and  finds  that  the  average  differences 
do  not  exceed  one  point. 

Such  close  agreement  is  surprising.  For  past  experience 
in  dealing  with  index  numbers  has  established  the  belief 
that  systems  of  weighting  exercise  less  influence  upon  the 
results  than  the  number  and  character  of  the  series  to  which 
the  weights  are  applied.*  That  a  partial  similarity  of 
weights  should  have  power  to  make  an  average  of  50  relative 
prices  come  out  as  a  rule  within  one  point  of  a  sum  of  350 
actual  prices  seems  improbable.  I  have,  therefore,  com- 
puted the  Gibson  index  number  on  the  plan  explained  by 

>  Of  ooune  this  short  method  of  inuupoalns  reUttve  prteea  to  a  new  baale  does 
not  yidd  etilctly  Msourate  leenlta.  But  to  leeomimte  the  relative  prieee  of  60  eoin« 
modlltei  on  the  heels,  averace  aotnal  prtoee  In  1890-99  —  84.8,  would  have  Involyed 


•  Compare  A.  L.  Bowley,  EEemente  of  Statlstles,  2d  edition,  p.  284. 
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Professor  Norton  for  all  the  years  covered  both  by  the 
Bureau  of  Labor  data  and  by  Dun's  series.  Table  II 
presents  the  results.^ 

TABLE  II 

C!OMPABI80N  BETWEEN  THE  GiBSON  AND   DUN  InDEX  NuMBEBS 

1890-1906 


Glbaon 

Dun 

Dlffeienoe 

1890 

96.0 

91.6 

+4.4 

1891 

96.9 

96.1 

+0.8 

1892 

89.1 

90.0 

-0.9 

1893 

89.2 

90.6 

-1.4 

1894 

79.4 

83.3 

-3.9 

1895 

78.8 

81.5 

-2.7 

1896 

72.3* 

74.3 

-2.0 

1897 

74.9 

72.5 

+2.4 

1898 

80.1 

77.8 

+2.3 

1899 

86.3 

85.2 

+1.1 

1900 

92.9 

91.4 

+1.5 

1901 

91.4 

91.5 

-0.1 

1902 

97.8 

101.9 

-4.1 

1903 

96.3 

99.5 

-3.2 

1904 

97.8 

97.2 

+0.6 

1905 

98.8 

98.3 

+0.5 

1906 

102.7 

105.2 

-2.5 

In  the  17  years  covered  by  this  table,  Gibson's  and  Dun's 
index  numbers  disagree  three  times  about  the  direction 
in  which  prices  were  trending.  In  1896-97  the  Gibson 
figures  rise  while  the  Dun  figures  fall;  in  1900-01  the  Gibson 
figm-es  fall  while  the  Dun  figures  rise;  in  1903-04  the  Gibson 
figures  again  rise  while  the  Dun  figm-es  fall.  The  difference 
between  the  two  series  is  less  than  one  point  in  five  years, 
between  one  and  two  points  in  three  years,  between  two 
and  three  points  in  five  years,  between  three  and  four  points 
in  two  years,  and  over  four  points  in  two  years.    In  eight 

1  To  make  sure  that  I  was  usiiic  the  same  series  as  Professor  Norton,  I  checked 
my  list  by  the  relattve  prices  for  Januaiy,  1907,  which  he  publishes.  One  discrepancy 
appeared.  Professor  Norton  enters  the  relattve  price  for  "  Wool,  Ohio,  fine  fleece  " 
as  125.  1 ;  the  Bulletin  gives  127.1.  But  Professor  Norton's  footing  for  teictlles  indi- 
cates that  the  discrepancy  Is  merely  a  misprint. 

*  My  result  for  this  year  differs  by  0.1  from  Professor's  Norton's  —  72.2. 


NOTES  AND  MEMORANDA  167 

years  the  Gibson  figures  exceed  the  Dun^  in  nine  years  the 
Dun  figures  exceed  the  Gibson.  One  series  makes  1896, 
the  other  1897  the  year  of  lowest  prices.  The  sum  of  the 
differences  is  34.4  points,  a  trifle  more  than  two  points  on 
the  average,  or  twice  the  difference  found  by  Professor 
Norton,* 

Lest  it  be  thought  that  an  average  difference  of  little 
more  than  two  points  between  two  series  of  index  numbers 
justifies  a  statistician  in  r^arding  one  series  as  a  continuation 
of  the  other,  I  may  point  out  that  the  Gibson  Index  differs 
less  from  two  series  with  which  it  is  supposed  to  be  un- 
related than  from  the  series  which  it  is  supposed  to  continue. 
Both  of  these  series  come  from  the  Bureau  of  Labor.  Since 
the  Gibson  figm-es  were  shifted  from  the  Bureau's  basis  of 
average  actual  prices  in  1890-90  to  the  Dun  basis  through 
multiplication  by  0.843,  they  can  be  shifted  back  again 
through  division  by  that  same  number.  Then  comparison 
is  feasible.  One  of  the  series  in  the  next  table  shows  the 
Bureau's  own  figures  for  ''  all  commodities  "  —  about  250 
in  number.  The  other  is  made  from  the  Bureau's  relative 
prices  by  using  only  the  averages  of  groups  of  closely  related 
goods  —  like  different  kinds  of  cotton  sheetings,  shingles, 
window  glass,  etc.*  This  improvement  reduces  the  number 
of  series  entering  into  the  grand  average  from  250  to  145. 


1  A  minor  tmuat  of  diffeienoe  whteh  ProfeoBor  Norton  does  not  mention.  Is  that  tho 
Dun  fituTM  whleh  he  usee  refer  to  priees'on  July  let  of  eeoh  yev,  whereae  tlie  Qlbeon 
ficuree  which  he  publlehee  u  a  oontlnuatlon  for  1907-09  repreeent  averace  prleee  for 
every  month  In  the  year.  I  have  had  to  follow  hie  examine  In  uelns  annual  averacea 
in  the  eompariaon  wltii  Dun,  ainee  the  Bureau  of  Labor  has  not  pubhahed  monthly 
relatlTe  prioea  by  aln^e  oommodltlea  for  years  before  1908. 

*  The  sroups  for  which  I  have  uaed  averaces  are  as  follows:  cattle,  hofs,  sheep,  beef, 
bread,  erackers,  bread4oaf,  butter,  fish,  flour-wheat,  meal-eom,  poik,  sugar,  blankets^ 
boots  and  shoes,  carpets,  cotton  flanneis,  cotton  yams,  drilllnssj  ginghams,  leather^ 
OTSfooatings,  sheetings,  shirtings,  sUk,  underwear,  women's  dress  goods,  worsted 
yarns,  wool,  eoal-anthradte,  coal-bltumlnous,  petroleum-refined,  bar  Iron,  nails,  pig 
iron,  tools,  builders*  hardware,  oak,  plne-whlte,  plate  glass,  shingles,  window  glass, 
earthen-ware,  furniture,  glassware,  table  cutleiy,  wooden  ware,  paper,  tobacco. 

The  purpose  is  to  get  a  flmple  arithmetic  mean,  which  is  the  resultant  of  as  many 
Independent  price-factors  as  possible.  It  might  be  desirable  to  go  even  furthsr,  and 
use  but  one  average  series  each  to  represent  all  cotton  and  all  woolen  textiles.  As 
the  next  table  shows,  the  new  figures  are  somewhat  more  sensltiTe  than  the  okl,  but 
the  differences  are  slight. 
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TABLE  ni 

COMPABIBON    BBTWBBN    THB    G1B8ON    AND    THE    BUBBAU    OF    LaBOB 

Index  Numbbbb 


Qlbwm 

Butmi 

1  of  Labor 

DifltaraiMM 

+  0.843 

26Ofl0riM 

146  8eriM 

SSOaerles 

146Mrta 

1890 

113.9 

112.9 

114.1 

+1.0 

-0.2 

1891 

114.9 

111.7 

112.7 

+3.2 

+2.2 

1892 

106.7 

106.1 

106.1 

-0.4 

-0.4 

1893 

105.8 

105.6 

105.0 

+0.2 

+0.8 

1894 

94.2 

96.1 

95.6 

-1.9 

-1.4 

1896 

93.5 

93.6 

92.8 

-0.1 

+0.7 

1896 

85.8 

90.4 

88.8 

-4.6 

-3.0 

1897 

88.8 

89.7 

88.7 

-0.9 

+0.1 

1898 

95.0 

93.4 

93.5 

+1.6 

+1.5 

1899 

102.4 

101.7 

102.5 

+0.7 

-0.1 

1900 

110.2 

110.5 

111.3 

-0.3 

-1.1 

1901 

108.4 

108.5 

109.6 

-0.1 

-1.2 

1902 

116.0 

112.9 

113.7 

+3.1 

+2.3 

1903 

114.2 

113.6 

113.8 

+0.6 

+0.4 

1904 

116.0 

113.0 

113.9 

+3.0 

+2.1 

1905 

117.2 

115.9 

115.8 

+1.3 

+1.4 

1906 

121.8 

122.5 

122.3 

-0.7 

-0.5 

The  dififerences  shown  by  this  table  between  the  Gibson 
and  Bureau  of  Labor  figures  are  distinctly  smaller  than 
those  shown  by  Table  II  between  the  Gibson  and  Dun 
figtu'es.  The  sums  of  the  differences  are  23.7  points  for  the 
Bureau's  own  series,  and  19.4  points  for  the  revised  series. 
The  latter  sum  is  not  much  more  than  half  of  the  34.4 
points  by  which  Gibson's  Index  differs  from  Dun's.^ 

Comparison  may  be  made  also  with  Bradstreet's  Index. 
This  series  is  described  as  showing  '*  the  totals  of  the  prices 
per  pound  of  96  articles/'  on  the  first  day  of  each  quarter 
from  1892  to  1898,  and  on  the  first  day  of  each  month  from 
1899  to  date.  The  averages  by  years  for  1892  to  1906,  as 
computed  by  the  compilers,  are  shown  in  the  first  column 
of  the  next  table.*    A  process  analogous  to  that  applied 

1  Had  ilM  inuiipodng  bMn  done  by  redneng  the  Bureau  of  Labor  fleriee  to  the 
lower  level  of  the  Gibeon  serlaa,  instead  ralalng  the  latter  to  the  higher  lerel  of  the 
Borsau'e  aeries,  the  differences  would  hare  been  smaller  still. 

I  Bradstreets,  Aug.  18,  1910,  p.  696. 
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by  Professor  Norton  in  shifting  the  Bureau  of  Labor  series 
to  Dun's  basis  for  1890-99,  may  be  applied  in  shifting  the 
Bradstreet  series  approximately  to  Gibson's  basis  for  1892- 
99.  The  sum  of  the  figures  for  1892-99  is  650.1  in  Gibson's 
Index,  and  54.23  in  Bradstreet's.  The  first  sum  divided 
by  the  second  gives  11.987.  The  second  column  of  the 
table  shows  Bradstreet's  series  multiplied  by  that  niunber. 
The  last  two  columns  show  how  much  both  these  revised 
Bradstreet  and  the  Dun  figures  differ  from  the  Gibson 
figures.  It  turns  out  once  more  that  the  new  series  agrees 
better  with  a  supposedly  unrelated  index  number  than  with 
that  which  it  purports  to  continue. 


TABLE  IV 

COXPABIBON  BETWSBN  THS 

Gibson  and  the  Bradstrbxt 

Index  Nuicbsrs 

1892-1906 

Brmdrtnet'i 

Glbaon'i 

Differenoes  between  Glbeo 

Orlgliud 

Miiltlpltod  by 
11.087 

Index 
Number 

Index  and 
BTAdatreet'e          -.     , 
X11.W7             ^^» 

1892 

7.78 

93.3 

89.1 

-4.2               -0.9 

1893 

7.63 

90.3 

89.2 

-1.1              -1.4 

1894 

6.68 

80.1 

79.4 

-0.7             -3.9 

1895 

6.43 

77.1 

78.8 

+1.7             -2.7 

1896 

6.91 

70.8 

72.3 

+1.5             -2.0 

1897 

6.12 

78.4 

74.9 

+1.5             +2.4 

1898 

6.67 

78.8 

80.1 

+1.3             +2.3 

1899 

7.21 

86.4 

86.3 

-0.1             +1.1 

1900 

7.88 

94.6 

92.9 

-1.6             +1.6 

1901 

7.67 

90.7 

91.4 

+0.7             -0.1 

1902 

7.88 

94.6 

97.8 

+3.3             -4.1 

1903 

7.94 

96.2 

96.3 

+1.1             -3.2 

1904 

7.92 

94.9 

97.8 

+2.9             +0.6 

1906 

8.10 

97.1 

98.8 

+1.7             +0.6 

1906 

8.42            100.9 
the  differenoes      .   .   .   . 

102.7 

+1.8             -2.6 

tmsof  1 

25.2              29.2 

As  has  been  said,  experience  did  not  justify  the  man  who 
planned  Gibson's  Index  in  thinking  that  a  partial  identity 
of  weights  would    suflSice  to  weld  it  smoothly  to  Dun's. 
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But  his  ill  fortune  passes  expectation.  Not  knowing  what 
commodities  entered  into  the  old  series,  he  took  long  chances,, 
and  they  have  turned  against  him.  Certainly  no  one  could 
have  foreseen  that  three  other  series  taken  at  random,  with 
widely  varying  lists  of  commodities  and  widely  varying 
weights,  would  each  happen  to  agree  better  than  Dun's 
with  the  new  series. 

Gibson's  Index,  then,  is  not  a  legitimate  heir  of  Dun's. 
But  the  fact  that  it  comes  fairly  close  to  the  latter  and 
closer  still  to  three  other  series,  affords  welcome  evidence 
of  the  reliability  of  the  common  method  of  measuring 
changes  in  prices.  Five  index  numbers,  made  from  quotas 
tions  for  350,  50,  250,  145,  and  96  commodities  respectively, 
all  yield  much  the  same  results.  Confidence  in  the  repre- 
sentative character  of  each  series  is  confirmed  by  the  sub* 
stantial  agreement  of  the  others. 


Ill 

Tho  unsuccessful  as  a  continuation  of  Dim's  series,  the 
Gibson  Index  deserves  to  be  judged  upon  its  own  merits. 

Its  chief  defect  is  obscurity  of  meaning.  A  technical 
description  would  run  as  follows:  an  arithmetic  mean  of 
the  relative  prices  of  50  staple  commodities  at  wholesale, 
computed  on  the  basis  of  average  actual  prices  in  1890-^, 
multiplied  by  0.843,  and  classified  in  four  groups,  each 
weighted  according  to  a  scheme  borrowed  from  Dun's  index 
number,  and  justified  by  family  expenditures  at  ret<ail 
prices  as  shown  by  a  collection  of  working-men's  budgets. 
It  is  not  easy  to  interpret  such  figures. 

Clearly  the  Gibson  Publishing  Company  would  enhance 
the  value  of  their  index  number  by  simplifying  its  character. 
If  they  dropped  the  vain  pretence  of  continuing  Dun's 
series,  they  would  get  rid  both  of  the  cumbrous  method  of 
computation  and  the  obscurity  of  meaning  which  the  effort 
at  continuation  involves.  Then  they  might  strike  a  simple 
arithmetic  mean  of   relative  prices  which  would  be  in- 
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telligible.  This  plan  would  make  the  22  foods  count  as 
44%  of  the  50  commodities,  the  9  textiles  and  9  minerals 
as  18%  each,  and  the  10  miscellaneous  goods  as  20%. 
The  results  computed  in  this  fashion  run  as  follows. 


TABLE  V 

Tbs  Imfbotkd  Gibbon  Indbx  Numbbr,  bt  Ysabs,  1890-1009 
Arithmetic  Means,  Average  Actual  Prices,  1890-99  »  100 


1890 
1891 
1892 
1893 
1894 
1895 
1896 
1897 
1898 
1899 


114.0 

113.9 

105.1 

105.2 

93.9 

93.9 

86.6 

89.2 

95.0 

103.4 


1900 
1901 
1902 
1903 
1904 
1905 
1906 
1907 
1908 
1909 


111.6 
109.2 
116.2 
115.3 
116.3 
117.9 
123.4 
181.6 
125.0 
132.1 


Such  simplification  is  all  that  is  needed  to  make  the 
Gibson  index  number  a  model  of  its  kind.  For,  as  Professor 
Norton  says,  its  composition  **  in  the  light  of  the  statistical 
quality  and  importance  of  the  articles,  is  excellent.''  But 
its  chief  advantage  over  rivals  is  the  weekly  publication 
which  is  promised.  After  such  a  weekly  series  had  been 
maintained  several  years,  it  would  afford  a  better  basis 
than  the  monthly  tables  for  investigating  the  relations 
between  changes  in  prices  of  commodities  at  wholesale  on 
the  one  hand,  and  changes  in  prices  of  stocks,  rates  of 
interest,  activity  of  basiness,  etc.,  on  the  other  hand. 

But  useful  as  the  Gibson  Index  might  prove,  neither  it, 
nor  any  other  single  series  can  justly  claim  to  be  a  satis- 
factory measure  of  the  rise  and  fall  of  prices.  For  the  kind 
of  index  number  wanted  must  always  depend  upon  the  end 
in  view.  The  very  features  which  make  a  series  admirable 
for  one  purpose  may  disqualify  it  for  another.  Already 
the  purposes  for  which  economists  use  index  numbers  are 
many,  and  doubtless  they  will  multiply  in  the  future.  Hence 
the  great  value  of  the  plan  which  Colonel  Wright  adopted 
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in  the  Bureau  of  Labor  -—  that  of  recording  the  actual  and 
relative  prices  of  a  long  list  of  commodities,  from  which 
investigators  may  make  such  selections  and  combinations 
as  their  ends  require. 

Wesley  C.  MrrcHELL. 

Uniyebbitt  of  Caltfobnia. 


THE  SOMEBS  SYSTEM  OF  REALTY  VALUATION 

The  quadrennial  ^  revaluation  of  real  estate  for  taxation, 
which  has  been  in  progress  in  Ohio  during  the  present  year, 
has  revived  the  old  problems  relative  to  proper  methods 
of  taxation,  and  has  given  rise  to  new  ones.  The  pressure 
of  the  present  burden  of  taxation  *  has  led  to  a  general  de- 
mand for  reforms  in  the  existing  S3rstem  of  valuation,  under 
which  gross  inequalities  have  entered  into  the  assessment 
of  real  estate,  both  as  between  different  localities  and  as 
between  different  parcels  of  real  estate  in  the  same  locality.' 
The  popular  demand  everywhere  has  been  for  an  enforce- 
ment of  the  constitutional  and  legal  provisions  requiring 
all  property  to  be  assessed  at  its  fair  cash  value.  Appraisal 
Boards  throughout  the  state  have  been  stimulated  by  this 
public  outcry  to  greater  efforts  in  the  pursuit  of  their  duties, 
and  in  the  use  of  new  methods  of  determining  true  valua- 
tions. One  of  the  most  elaborate  of  these  methods  is  that 
which  has  been  adopted  in  Cleveland,  Ohio,  the  "  Somers 
System  of  Realty  Valuation.''  *  Its  essential  features  will 
here  be  described  briefly. 

1  Fonn«ly  diwwnnld.  Buglnntng  with  1010,  the  ftppnlMiii«nt  Is  to  be  quAdreD* 
nlal.    See  Aote  of  the  Ohio  Legldature.  Season  of  1009,  p.  81. 

*  The  ClevelftDd  tax  imte  in  1009  wm  $3.87  per  $100. 

*  See  Report  of  the  Ohio  Tu  Commiiwinn,  1006. 

*  So-eaOed  from  Ita  inrentor,  Mr.  W.  A.  Somers,  of  St.  Paul,  Mimi.  The  sjrstem 
Is  the  praduet  of  many  years  of  esperlenoe  in  aaMssors*  oflloes  and  of  eoosldnable 
study  of  the  whole  subjeet  of  real  estate  values.  It  has  been  used  suooessfully  In  St. 
Paul  and  In  Ramsey  County,  Minn,  for  both  dty  and  rural  valuations,  and  has  been 
Installed  In  Columbus,  Ohio,  for  the  present  appraisement  of  real  estate.  Parts  of 
the  system  were  used,  under  Mr.  Somers'  dlreetkm,  by  the  New  York  Appraisal  Board 
of  1900,  but  the  fundamental  features  of  the  plan  were  not  there  employed. 
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The  Somers  system  is  based  upon  the  principle  that  city 
real  estate  values  are  community  values.  Land  is  worth 
whatever  the  community  thinks  it  is  worth,  barring  the 
exceptional  cases  in  which  individuals  may  place  unusual 
values  upon  particular  sites  for  special  purposes.  One  of 
the  most  prolific  sources  of  inequaUty  and  disaffection  in 
the  assessment  of  real  estate  hitherto  has  been  the  failure 
to  recognize  this  truth,  and  the  persistent  substitution  of 
the  shifting  and  arbitrary  judgment  of  a  Board  of  Assessors 
for  the  census  of  public  opinion.  The  problem  of  proper 
valuation  consbts  in  approximating  as  closely  as  possible 
to  the  values  which  the  community  places  upon  its  land. 

In  order  to  reach  this  approxunation,  units  and  f  actoro 
must  be  used  in  the  terms  of  which  the  community  most 
generally  thinks  and  deals,  and  by  means  of  which  it  is 
most  capable  of  forming  correct  judgments  of  values.  To 
value  individual  city  lots  by  this  method  is  obviously  out 
of  the  question,  since  it  would  be  impossible  to  obtain  a 
consensus  of  pubUc  opinion,  sufficiently  broad  to  be  repre- 
sentative, regarding  the  value  of  each  lot  in  the  city.  In- 
dividual lot  values  must  be  calculated,  according  to  rules 
formulated  by  experience,  from  such  units  as  to  the  value 
of  which  intelligent  and  representative  public  opinion  does 
exist. 

The  best  basis  for  the  expression  of  ''community  opinion" 
regarding  land  values  is  thought  to  be  the  streets  of  the  city, 
or  more  properly,  a  definite  and  uniform  unit  of  land  on 
each  street.  To  quote  Mr.  Somers  — ''  There  always  exists 
in  cities  a  Community  Opinion  that  a  certain  street  is  the 
best  for  business,  and  a  consequent  idea  that  land  fronting 
thereon  is  the  most  valuable.  From  this  most  valuable 
street  other  streets  of  less  value  will  be  compared,  a  well- 
defined  opinion  being  present  that  the  property  on  the  less 
valuable  street  is  less  valuable  just  in  proportion  as  the 
street  is  less  valuable,  and  the  comparison  will  reach  out 
from  the  centre  or  best  portion  and  embrace  the  entire 
dty 

"  To  make  use  of  this  Commimity  Opinion  of  the  relative 
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worth  of  the  streets,  it  is  necessary  to  find  some  common 
term  that  can  be  used  to  express  their  comparative  value 
as  a  unit  in  all  parts  of  the  city.  The  value  of  one  foot  in 
width  for  some  fixed  depth  is  the  best  measure  for  the 
purpose,  because  of  its  conunon  use  and  its  applicability 
both  to  gauge  comparative  value  of  streets  and  real  value 
of  tracts."  1 

The  Somers  unit  is  a  strip  of  land  one  foot  wide  and  one 
hundred  feet  deep,  free  from  comer  influence,  t.  e.  unin- 
fluenced by  the  higher  values  due  to  the  proximity  to  a 
comer.  Once  the  community  has  agreed  upon  the  value 
of  this  unit  for  each  street,  the  valuation  of  individual  lots 
becomes  simply  a  matter  of  the  application,  by  a  clerical 
force,  of  certain  fixed  rules  of  experience  which  have  been 
developed  by  the  inventor. 

The  valuation  of  the  units  is  arrived  at  in  the  following 
manner.  The  City  Appraisal  Board  of  Cleveland  estimates 
tentatively  the  unit  values  of  the  various  streets,  beginning 
at  the  Public  Square  and  working  out  in  every  direction  to 
the  corporation  limits.'  By  means  of  maps  and  a  campaign 
of  publicity  in  the  city  newspapers,  these  tentative  valua- 
tions are  scattered  broadcast,  and  the  community  is  invited 
to  discuss  them.  At  a  series  of  public  meetings  of  the 
Board,  section  after  section  of  the  city  is  covered,  many 
parts  being  gone  over  several  times,  until  all  interested 
persons  are  given  ample  opportunity  to  appear  before  the 
Board  and  submit  evidence  in  favor  of  changing  the  tenta- 
tive imit  values.  After  being  thoroly  debated  by  the 
public  in  this  manner,  the  unit  values  finally  agreed  to  by 
the  majority  are  regarded  as  representing  the  consensus 
of  opinion.  These  unit  values  are  confirmed  by  the  Board, 
and  are  not  open  to  further  discussion. 

>  The  Valuation  of  Real  Estate  for  the  Purpose  of  Taxation,  by  W.  A.  Someis, 
St.  Paul.  Minn,  1901.  p.  19. 

*  The  Board  adopted  the  rule  that  property  should  be  valued  on  the  basis  of  the 
best  use  of  It.  » .  e.  a  lot  in  the  business  section  which  was  being  used  for  resldenoe  pur- 
poses should  be  valued  as  business  property.  The  owner,  and  not  the  public,  should 
bear  the  loss  if  the  property  were  put  to  any  other  than  its  best  use.  Another  rule 
followed  was  that  thorofares,  which  were  defined  as  the  nuUn  «hit«iM>i«  of  trade  and 
travel,  should  be  valued  uniformly  hii^r  than  the  minor  streets. 
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With  these  unit  values  agreed  ui)on,  the  next  step  is  the 
"valuation  of  individual  lots.  Numerous  devices  and  rules 
of  experience  have  been  prepared  by  the  inventor  to  facili- 
tate this  work,  which  is  done  by  clerks  who  never  see  the 
lots  they  are  valuing.  The  most  imi)ortant  of  these  aids 
.are  the  following. 

(1)  The  curve  of  values:  a  scale  showing  the  percentage 
of  the  unit  value  for  a  one-foot  strip  of  any  depth.  It  is 
made  necessary  by  the  fact  that  lots  are  of  varying  depths. 
The  following  selected  figures  show  how  the  percentage  of 
the  imit  value  is  used  for  lots  from  1  foot  to  700  feet  deep. 

TABLE  I 

CoBYB  OF  Value* 

(Armnifed  and  PritUed  for  the  CUy  of  CleveiUmd) 


J>eirthof  Lot 

Ftoroont  of  unit  value 

Dei>thof  Lot 

Fteoent  of  unit  value 

1 

3.10 

80 

90.90 

10 

25.00 

90 

95.60 

20 

41.00 

100 

100.00 

30 

54.00 

150 

115.00 

40 

64.00 

200 

122.00 

50 

72.60 

250 

126.05 

60 

79.50 

500 

137.85 

70 

85.60 

700 

142.35 

(2)  Another  problem  calling  for  the  application  of  special 
devices  is  the  valuation  of  comer  lots,'  deriving  their  advan- 
tages from  the  fact  of  frontage  on  two  streets,  and  more 
valuable  than  ordinary  lots  of  the  same  size.  The  amount 
by  which  the  comer  lot  is  more  valuable  depends  on  the 
unit  values  of  the  intersecting  streets.  The  minimum 
excess  over  an  ordinary  lot  will  occur  if  one  street  is  a  cu{ 
de  sac  giving  access  simply  to  light  and  air  and  allowing 

*  Lb  the  full  table  as  offidally  printed  a  peroentace  la  ghren  for  each  foot  of  depth 
from  1  to  700.    The  figuree  here  reproduced  suffice  to  Indicate  the  nature  of  the 


Corner  Influence  Is  not  calculated  In  Cleveland  if  the  combined  unit  values  do 
not  exceed  $100.    This  excludes  much  of  the  residence  terrltoiy. 
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display  windows,  but  with  no  assigned  unit  value.  The 
maximum  excess  of  value  over  an  inside  lot  of  equal  size 
will  be  created  by  units  ol  equal  value  on  the  intersecting: 
streets.  The  influence  of  the  comer  is  assumed  to  extend 
100  feet  in  each  direction  from  the  comer,  and  the  relative 
excess  must  be  spread  equitably  over  this  area  of  100  by 
100  feet.  For  the  purpose  of  doing  this,  the  zone  of  comer 
influence  is  divided  into  100  squares,  each  10  by  10  feet. 
These  squares  are  numbered,  always  in  the  same  manner 
with  reference  to  the  better  street,  and  the  value  of  each 
square  has  been  calculated  for  a  series  of  combinations  of 
intersecting  unit  values,  by  assuming  the  unit  value  on 
one  street  as  constant  at  $1,000,  and  varying  the  other  unit 
value,  by  $10  intervals,  from  $10  to  $1,000.  Unit  valuea 
above  $1,000  are  always  regarded  as  multiples  of  $1,000; 
thus,  unit  values  of  $9,000  and  $4,500  are  reduced  to  $1,000 
and  $500,  etc. 

In  the  actual  process  of  valuing  individual  lots  the  clerk& 
are  provided  with  printed  slips  bearing  the  numbered 
squares,  and  a  set  of  the  tables  giving  the  values  of  the 
squares  under  all  the  above  conditions  of  varying  unit 
values.^  A  lot  of  any  size  is  eaaly  valued  by  marking  off 
on  a  slip  the  squares  which  lie  within  it,  and  adding  the 
values  of  these  squares.  The  following  table  reproduces 
the  squares  as  they  are  numbered,  and  also  includes  the 
value  in  dollars  of  each  square  when  the  unit  values  on 
the  intersecting  streets  are  $1,000  and  $250  respectively. 

>  Tnrtead  of  the  printed  aUps.  tnnspannt  soales  haying  the  aqoArM  Uid  off  m  on 
the  dliM.  ue  often  need.  By  laying  one  of  theee  acalee  over  a  blue  lulnt  of  the  bloek^ 
the  squares  Induded  within  each  lot  oan  be  written  down  at  once. 
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TABLE  U 


2 

8 


g 

8 


i(? 

20 

30 

40 

60 

30 

70 

00 

90 

100 
1440 

(899 

1718 

1684 

t568 

$520 

1498 

1485 

1453 

1444 

!> 

iP 

29 

J0 

49 

59 

09 

79 

09 

99 

954 

773 

679 

619 

572 

588 

514 

498 

476 

470 

8 

18 

28 

38 

48 

58 

00 

78 

00 

90 

1037 

849 

758 

681 

641 

587 

571 

548 

538 

531 

7 

i7 

27 

37 

47 

67 

07 

77 

07 

97 

n27 

933 

835 

781 

719 

668 

644 

824 

814 

612 

tf 

iff 

2tf 

30 

40 

50 

00 

70 

00 

90 

1240 

1032 

818 

875 

809 

748 

784 

714 

704 

702 

s 

16 

26 

33 

46 

66 

05 

75 

05 

95 

1438 

1137 

1020 

966 

904 

898 

872 

854 

852 

852 

4 

J4 

24 

34 

44 

54 

s« 

74 

84 

94 

1818 

1308 

1167 

mo 

1088 

1068 

I04\ 

1016 

1008 

1001 

3 

13 

23 

33 

43 

53 

03     ^ 

^ 

03 

93 

1840 

1688 

1408 

1370 

1863 

1846 

1834 

\ 

1806 

1802 

2 

i2 

22 

32 

42 

52 

02 

72     \ 

02 

92 

2128 

1888 

1767 

1701 

1671 

1864 

1847 

1626 

y 

1804 

i 

Ji 

2i 

3i 

4J 

5i 

61 

71 

*A 

91 

2808 

2888 

2848 

8818 

2584 

2578 

2863 

2888 

2817 

y. 

Comer 


8treet  Unit  Yalvfi  81000. 


The  heavy  lines  drawn  on  the  lower  left  side  of  this  dia- 
gram represent,  for  example,  an  irregular  lot,  with  93  feet 
on  the  better  street,  40  feet  on  the  side  street  and  a  mini- 
mum depth  of  60  feet  from  the  side  street.  The  clerks  are 
provided  with  blue  prints  of  each  city  block,  on  which  are 
given  contours  of  every  lot,  regular  or  irregular.  The 
fractional  parts  of  the  square  are  estimated  by  the  clerk, 
who  checks  up  his  estimates  by  totalling  the  lots  and  parts 
of  lots  which  fall  within  the  large  square,  and  comparing 
this  total  with  the  value  of  the  latter,  taken  as  a  whole. 
The  two  totals  must  be  the  same.  A  lot  situated  to  the 
right  of  the  one  outlined,  and  extending  outside  the  area  of 
comer  influence,  would  be  valued  by  using  the  curve  of 
value  for  that  part  which  lies  outside  the  zone  of  comer 
influence  and  the  comer  squares  for  that  part  which  is 
included  within  it. 
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(3)  Overlap.  —  Frequently  it  happens,  in  case  a  street 
with  a  high  unit  value  is  intersected  by  one  with  a  much 
lower  unit  value,  that  the  value  of  the  inside  lots  fronting 
on  the  side  street  must  be  increased  because  of  the  proximity 
of  the  higher  valuation.  The  following  illustration  shows 
the  method  of  calculating  this  overlap; 

TABLE  III 


Street  Unit  Value  $1000 
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• 

In  this  case,  the  use  of  the  curve  of  value  (as  illustrated 
in  Table  I)  would  indicate  that  the  squares  in  the  eleventh 
tier,  counting  back  from  the  better  street,  were  worth  $400 
each,  those  in  the  twelfth  tier  $350  each,  etc.  But  from 
the  side  street,  the  squares  in  the  tenth  tier  would  be  worth 
only  $220  each,  those  in  the  ninth  tier  $235  each,  etc.  In 
every  case  in  which  the  value  of  a  square  would  be  greater 
from  the  better  street  than  from  the  side  street,  enough 
must  be  added  to  the  lesser  valuation  to  make  it  equal  to 
the  greater.  The  total  value  of  lot  B  is  then  found  as 
follows:  — 

50  feet  frontftKB,  at  $500  per  foot  $25,000 

Total  overlap  (sum  of  excess  in  all  of  the  squares  affected)         1,225 


Total  value  of  Lot  B  $26,225 

Similarly,  if  a  lot  were  being  valued  from  the  better 
street,  the  $200  square  would  be  subject  to  an  overlap  of 
$20,  due  to  the  greater  influence  at  that  point,  of  the  unit 
value  on  the  side  street. 

(4)  The  land  occupied  by  an  alley  is  valued  at  the  same 
figure  as  the  lots  fronting  on  the  streets  to  which  the  alley 
gives  egress.  The  total  value  of  the  strip  occupied  by  the 
alley  is  spread  over  the  lots  which  abut  on  the  alley,  in  pro- 
portion to  the  alley  frontage  of  each.  The  argument  for 
this  is  that  the  abutting  lots  have  the  advantage  of  light 
and  accessibility  given  by  the  passageway  and  should 
properly  be  assessed  with  the  value  of  the  land  so  used. 

(5)  Buildings  are  valued  separately,  as  is  required  by 
the  Ohio  law.  The  first  step  in  this  process  is  to  take  a 
census  of  all  the  buildings  of  every  kind  in  the  city.  Forms 
have  been  prepared  upon  which  a  description  of  a  building 
can  be  quickly  entered  by  checking  off  the  proper  items 
in  a  long  list,  which  covers  such  points  as  the  kind  of  ma- 
terials, the  finish  and  equipment,  dimensions,  age,  condi- 
tion, rental,  and  the  like,  The  forms  are  of  four  general 
types,  appropriate  for  the  description  of  the  following 
classes  of  buildings:  — 
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1.  Single  house;  one  side  of  double  house;  one  of  row; 

duplex. 

2.  Flats  for families;  tenements;  apartments. 

3.  Warehouse;  factory;   mill;   foundry;  garage;   stable; 

shed. 

4.  Store  building;  office;  hotel;  theatre;  bank;  church; 

hall. 

This  grouping  is  elastic  enough  to  include  buildings  not 
specifically  mentioned.  The  total  number  of  buildings 
counted  and  valued  was  96,431. 

The  basis  of  building  valuation  is  the  square  foot  of 
superficial  area.  A  schedule  of  values  per  square  foot  has 
been  arranged  for  each  of  the  four  general  types  of  structure 
above  mentioned.  In  each  schedule  the  gradations  of 
height,  of  materials,  of  style  and  quality  of  construction, 
of  finishing  and  plumbing,  are  taken  accoimt  of,  by  a  rising 
scale  of  values  per  square  foot.  An  inspection  of  the  field 
report  on  each  building  enables  the  appraiser  to  classify 
the  structure  properly,  and  to  determine  from  the  schedule 
the  valuation  per  square  foot. 

This  square  foot  valuation  is  subject  to  deductions  ac- 
cording to  the  age  and  condition  of  the  building.  A  scale 
of  depreciation  has  been  prepared  to  meet  the  building  con- 
ditions in  Cleveland.^  The  scale  gives  weight  to  the  follow- 
ing factors:  materials,  whether  wood  or  brick;  condition  of 
repair,  whether  good,  fair,  or  bad.  The  deduction  from 
the  valuation  per  square  foot  on  account  of  depreciation 
is  tabulated  for  each  year  of  age  up  to  about  sixty-five  or 
seventy  years,  and  for  each  of  the  above  factors;  also  for 
each  possible  valuation  per  square  foot  by  10  cent  intervals 
between  $1.00  and  $10.00  per  square  foot.  The  product 
of  the  present  valuation  per  square  foot  and  the  superficial 
area  of  the  house  gives  the  present  value  of  the  structure. 
The  results  of  this  method  have  been  very  successfully 
checked  by  obtaining  the  estimates  of  real  estate  agents 

>  It  waa  found  that  a  scale  of  depredation  suitable  for  St.  Paul,  Minn,  where  most 
buildings  are  of  recent  oonstiiiotion,  would  not  senre  for  Cleyeland,  where  many  old 
buildings  are  still  In  use  and  In  good  condition. 
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as  to  the  value  of  the  buildmgs  on  a  certain  street,  and  then 
determining  their  values  independently  by  the  rules  as 
described.  The  two  sets  of  valuations  coincided  so  closely 
that  the  Board  was  much  encouraged  in  the  use  of  this 
method. 

The  real  property  of  the  railroads,  which  has  hitherto 
been  valued  at  much  less  than  its  true  value,  was  assessed 
by  the  use  of  the  unit  system  in  the  same  way  as  other 
property.  The  unit  value  used  was  that  given  to  the 
property  adjoining  the  railroad  real  estate.  In  addition, 
for  the  purpose  of  determining  the  total  valuation  of  the 
right  of  way,  the  railroads  were  weighted  according  to  the 
density  of  traffic  and  the  general  importance  of  the  partic- 
ular road. 

Vacant  tracts  in  the  outlying  parts  of  the  city  were  given 
a  unit  value  per  acre,  which  was  again  determined  by  com- 
munity opinion. 

Tho  this  scheme  probably  has  some  imperfections,  it  is 
undoubtedly  the  most  scientific,  elaborate,  and  systematic 
system  of  valuing  real  estate  that  has  ever  been  used  in 
the  United  States.  There  could  be  little  objection  to  its 
theoretical  basis,  community  opinion.  Some  doubt  may 
exist  as  to  the  accuracy  with  which  community  opinion  has 
been  translated  into  actual  values  by  the  various  tables 
and  other  devices  of  the  present  system.  These  must 
faithfully  represent  the  best  informed  community  opinion. 
Later  and  more  extended  researches  may  reveal  necessary 
refinements  and  corrections  of  the  calculations  used  at 
present.  Until  such  improvements  have  been  made,  how- 
ever, it  will  not  be  unprofitable  to  use  the  results  thus  far 
obtained  for  the  valuation  of  real  estate. 

H.  L.  LuTZ. 
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RAILWAY  SPECULATION 

SUMMARY 

The  course  of  speculative  activity  since  1890,  186.  —  Movement 
of  particular  issues,  187.  —  Speculative  activity  of  railway  bonds,  189. 

—  Pooling  contracts,  194.  —  Speculation  by  "  insiders  ",  195.  — 
Abrupt  changes  of  dividend,  197.  —  Secrecy  in  accounting,  198. — 
The  Cincinnati,  Hamilton  and  Da3rton,  201.  —  Speculation  by  out- 
siders, 204.  —  The  Southern  Pacific  pool  of  1902,  204.  —  The  Louis- 
ville and  Nashville  pool  of  1903,  206.  —  The  Reading  and  Boston  and 
Maine  episode  of  1893,  208.  —  The  Pearson-Farquhar  syndicate,  1910, 
209.  —  Publicity  as  a  remedy,  210.  —  Regulation  of  capital  issues,  212. 

—  Taxation  of  transfers,  213.  —  The  outlook  for  the  future,  214. 

It  is  inevitable  that  in  a  relatively  new  and  rapidly 
growing  country,  like  the  United  States,  speculation 
in  railroads,  as  the  chief  agency  in  its  industrial  ad- 
vancement, should  be  more  common  than  in  Europe. 
Risks  must  be  run  by  hardy  pioneers;  and  the  rewards 
and  losses  attendant  upon  success  or  failure  must 
be  correspondingly  large.  Yet  one  might  properly 
anticipate  that  with  the  passing  of  the  pioneer  stage 
a  more  settled  order  of  business  might  ensue.  It 
is  a  striking  fact  that  this  is  not  so.  At  no  time  in 
our  history  have  stock-exchange  operations  in  rail- 
road shares  been  carried  on  both  absolutely  and 
relatively  upon  any  such  scale  of  magnitude  as  during 
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the  decade  to  1910.  This  is  perhaps  the  more  re- 
markable in  view  of  the  coincidently  great  development 
and  activity  of  speculation  in  the  shares  of  the  great 
industrial  combinations.  Speculation  has  not  been 
continuously  rampant  of  course.  Periods  of  intense 
dulness  have  often  prevailed.  But  such  wild  out- 
breaks of  general  public  interest  as  occurred  in 
April,  1901,  January,  1903,  October-November,  1904, 
November-December,  1905,  and  August,  1906,  are 
certainly  unprecedented  in  our  history.  And  that 
organized  manipulation  by  powerful  groups  of  rail- 
way capitalists  has  been  a  potent  factor  in  this 
field  is  beyond  dispute.  Of  course  the  kaleidoscopic 
changes  of  the  railroad  map  due  to  rearrangement  of 
the  great  transportation  systems  have  centered  much 
of  this  activity  upon  certain  companies;  but  all  alike 
have  been  aflfected  to  a  certain  degree.  Happily 
there  are  indications  that  with  the  probable  settle- 
ment of  many  of  the  larger  problems  in  consoUdation, 
and  with  the  passing  of  some  of  the  more  daring 
leaders,  this  period  may  now  be  viewed  retrospectively 
as  more  or  less  of  a  closed  chapter  in  our  economic 
history. 

The  course  of  speculation  during  the  last  quarter 
century  is  illustrated  by  the  accompanying  chart, 
showing  the  number  of  transactions  annually  upon 
the  New  York  stock  exchange.  This  diagram,  like 
all  others  dealing  with  finance,  portrays  the  extraor- 
dinary change  in  general  conditions  which  has  super- 
vened since  the  panic  period  of  1893-97.  A  total  of 
eighty  to  one  hundred  million  sales  annually  before 
this  period  of  depression  now  rises  to  nearly  three- 
fold that  amount.  Even  the  sharp  depression  of 
1903  marks  an  aggregate  of  dealings  twice  as  lai^ 
as  in  the  prosperous  year  preceding  the  panic  of  1893. 
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And  lest  this  speculative  development  be  ascribed 
to  the  rise  of  the  great  industrial  combinations  during 
the  last  decade,  supplementary  curves  relating  to 
a  few  chosen  railroads  have  been  traced  upon  the 
same  scale  on  the  diagram.  The  lower  one  shows 
that  annual  sales  of  Union  Pacific  common  stock 
alone  for   three  years    prior  to    1908  amoimted  to 


AO<\ 

280 
260 

TotaJ  Balee 

on  the 
Kew  York 

JStock  Exdumge 

1 

/ 

A 

/ 

240 

220 

\ 

L 

/ 

800 

V  J 

L- 

•olSO 

A 

V 

.160 

S  4  At\ 

A 

1 

s 

f 

^120 

Sioo 

^ 

\ 

> 

V. 

CT 

g 

s 

t. 

80 

\ 

^ 

J 

A 

A. 

/ 

s 

\ 

00 

\ 

/^ 

4 

7 

\ 

>o 

( 

r 

(^ 

^ 

^ 

^ 

20 

Jf^ 

r-^ 

F.^" 

% 

B80  '< 

B     *( 

M     '( 

»     *i 

»    1( 

no  1 

n    1 

W     1 

W     1 

»    IS 

100    '( 

n   'c 

A     'C 

16     •( 

tt       '1 

[0 

practically  half  the  average  yearly  transactions  of 
the  New  York  exchange  in  every  form  of  listed  se- 
curity, mining,  industrial,  or  raiboad,  between  1884 
and  1898.  The  middle  curve  is  even  more  striking. 
It  shows  the  deaUngs  in  common  stocks  of  the  three 
speculative  leaders.  Union  and  Southern  Pacific  and 
Reading.    From  practically  nothing  in  1898,  all  three 
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railroads  having  recently  been  reorganized,  the  trans- 
actions in  these  three  stocks  alone  attained  an  ag- 
gregate in  1906  of  nearly  one  hundred  million  shares. 
The  total  New  York  stock  exchange  dealings  of 
every  description  prior  to  1898  reached  this  figure 
but  once  before,  and  that  was  at  the  height  of  the 
extraordinary  speculative  excitement  of  1886. 

The  rapid  pace  in  speculation  during  the  first  decade 
of  the  century  was  set  by  the  opening  year,  1901. 
The  events  of  that  time  are  familiar;  primarily  trust 
promotion  and  widespread  consolidation  of  railways, 
culminating  in  the  Northern  Pacific  panic  of  the 
9th  of  May.  Dealings  upon  the  New  York  stock 
exchange  increased  more  than  fivefold  in  that  year 
as  compared  with  1896.  Activity  in  standard  com- 
panies like  the  New  York  Central  and  Illinois  Central 
had  begun  as  early  as  1897.^  By  1900  the  second- 
class  trunk  lines  like  the  Baltimore  and  Ohio  had 
fallen  into  line.  And  in  the  following  year,  the  move- 
ment extended  to  the  transcontinental  group,  led,  of 
course,  by  the  Union  Pacific.  In  this  latter  company, 
whereas  for  1899  dealings  did  not  average  over 
100,000  shares  in  a  week,  they  culminated  in  the  first 
week  of  May,  1901,  m  a  total  of  1,980,000  shares. 
This  was  a  volume  of  transactions  almost  equal  to 
twice  the  entire  capital  stock.  On  April  24,  1901, 
no  less  than  652,000  shares  of  Union  Pacific  changed 
hands  in  a  single  session  of  five  hoiu^.  The  classic 
Erie  was  entirely  supplanted  by  the  Harriman  com- 
pany. Such  speciaUzed  activity  fomented  a  speculative 
craze  all  along  the  line.  The  aggregate  of  dealings 
in  particular  companies  during  the  calendar  year  is 
shown  by  the  following  table. 

^  The  ooune  of  speeuIaUon  In  different  oompanles  la  dUgnmmatloally  ihown 
by  weeks  In  U.  8.  Induatrtal  Commlflilon,  vol.  zlll,  pp.  03&-045. 
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Sold  OutstADdiiig       Times  Sold 

Atchison 12.100,000  1,020,000  18 

St.  Paul 12,000,000  558.000  22| 

Rock  Island 8,100,000  600,000  18^ 

Erie 11,300,000  1,128,470  10 

New  York  Central 2,800,000  1,150,000  2^ 

Northern  Pacific 5,000,000  800,000  6^ 

Pennsylvania 5,800,000  4,069,800  1| 

Beading  (common)     ....  5,500,000  1,898,000  8^ 

Southern  Pacific 11,800,000  1,978,000  5| 

Union  Pacific 22,400,000  1,045,000  211 

Wabash  (pref.) 8,000,000  240,000  lOi 

Thus  was  the  fashion  set  for  "  million  share  days." 
For  the  week  before  May  9th  they  averaged  nearly 
twice  that  figure;  and  on  April  30th,  3,200,000  shares 
changed  hands  in  a  single  Stock  Exchange  session. 
Only  once  before,  in  December,  1886,  had  a  million- 
share  day  occurred.  High  water  mark  seemed  thus 
to  have  been  reached.  And  yet  the  year  1906  carried 
the  yearly  total  of  transactions  to  an  even  higher 
point. 

The  march  of  events  since  1898  for  different  classes 
of  railroad  securities  is  set  forth  upon  a  second  diagram. 
Dealings  in  typical  stocks  are  shown  by  separate 
curves.  Most  notable  of  course  are  the  speculative 
leaders,  Union  Pacific  and  Reading  common.  The 
sharp  contrast  between  the  speculative  "  booms " 
of  1901  and  1906  is  at  once  evident.  Reading  becomes 
the  leader  in  the  latter  year;  altho  activity  in  Union 
Pacific  common  stock  reached  its  climax,  and  held 
the  center  of  the  stage  somewhat  longer.  More 
than  forty-three  million  shares  of  Reading  common 
stock  changed  hands  in  1906;  in  other  words,  its  com- 
mon share  capital  was  sold  thirty-one  times  over 
within  a  twelvemonth.  The  "  commodities  clause  " 
of  the  Hepburn  Act  offered  the  occasion;  but  the 
real  cause  lay  in  the  absolute  mystery  which  attaches 
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to  every  act  of  a  company  so  financially  involved 
in  structure.  An  irresistible  temptation  to  specula- 
tion is  afforded  both  from  within  and  without.  Most 
of  the  other  railroads,  Erie,  Rock  Island,  St.  Paul, 
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and  Atchison  appear  to  have  exhausted  their  energies 
in  1901,  and  responded  but  feebly  in  1906  to  renewed 
manipulation.  Moreover  some  of  these  roads,  notably 
the  St.   Paul  and  Atchison,  evidently  were  passing 
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out  of  the  erratic  speculative  stage  and  into  the  cakner 
sone  of  investment.  The  entire  collapse  of  specula- 
tive interest  in  Rock  Island  and  Erie  at  this  time 
appears  to  be  due  to  public  appreciation  of  the  per- 
manent worthlessness  of  their  conmion  capital  stocks 
as  waterlogged  concerns.  The  position  of  Pennsyl- 
vania shares  is  peculiar  and  puzzling.  As  a  substantial 
investment  company  it  would  seem  to  have  become 
involved  in  speculation  largely  because  of  the  difficult 
financing  of  the  New  York  terminal  developments 
during  this  period.  Yet  there  can  be  no  doubt  that 
all  of  the  more  conservative  and  reputable  roads 
were  more  or  less  aflfected  by  the  prevailing  furor. 
Especially  was  this  the  case  in  trunk-line  territory; 
where  the  problem  of  control  of  all  the  minor  com- 
panies by  the  Pennsylvania  and  Vanderbilt  interests 
was  being  worked  out;  and,  of  course,  was  of  necessity 
being  done  in  secret  so  far  as  the  general  public  was 
concerned. 

Various  recent  changes  in  fashion  of  investment 
have  coincidently  tended  of  late  to  promote  greater 
activity  in  speculation  in  bonds.  Foremost  among 
these  are  the  income  bonds  created  during  the  re- 
organizations of  189&-97.  Thus,  during  1901  the 
Mexican  Central  first  income  3s  were  handled  more 
than  twice  over.  The  uncertainty,  even  at  best,  of 
forecasting  the  time  when  interest  may  be  paid,  with 
the  added  chance  of  changes  of  policy  as  to  maintenance 
or  of  manipulation  of  accounts,  as  in  the  recent  Central 
of  Georgia  case,  renders  such  issues  peculiarly  liable  to 
change.^  The  debentiu^  bond,  without  its  right  of 
foreclosure,  leaving  it  merely  as  a  prior  lien  on  earn- 
ings instead  of  assets,  is  a  more  sensitive  creature 
than  an  old  time  bond.    And  most  important  of  all, 

'  This  oaae  to  dtoeuased  In  detail  by  Dr.  Dewlnc  at  p.  807  <f^/Vti. 
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the  widespread  resort  to  convertible  bonds  of  late 
years  extends  the  natural  susceptibility  of  stocks 
to  changes  of  wind  or  weather  into  the  domain  of 
funded  obligations.  Such  securities  as  the  Baltimore 
and  Ohio  convertible  4s  and  especially  the  various 
Union  Pacific  convertible  bond  issues  and  the  Oregon 
Short  Line  Participating  4s  of  1904,  all  necessarily 
follow  at  a  modest  distance  the  fluctuations  of  the 
stocks  upon  whose  welfare  their  own  future  depends. 
Such  phases  of  recent  financing  have  served  to  counter- 
act the  stead}dng  influences  upon  bond  values  of  the 
passing  of  even  the  memories  of  the  great  bankruptcies 
of  1893-97. 

Single  traders  in  a  time  like  1901,  and  to  a  con- 
siderable degree  ever  since,  may  deal  in  a  himdred 
thousand  shares  in  a  day;  and  small  pools  may  handle 
several  times  that  amount.  The  number  who,  single 
handed,  can  operate  to  the  extent  of  15-25,000  shares 
in  a  day  is  said  to  be  considerable.  An  episode  of 
December  27,  1909,  was  illuminating,  not  only  in 
regard  to  the  volume  but  the  technique  of  such  specu- 
lation. The  principal,  a  prominent  officer  of  the 
Rock  Island  Company,  distributed  to  each  of  twenty 
brokers  an  order  to  buy  2000  shares  of  his  own 
road  "  at  the  market."  Intending,  of  course,  to  dis- 
tribute an  equal  number  of  identical  orders  to  other 
brokers  to  buy,  and  thus  to  create  an  impression 
of  great  activity,  covering  up  his  own  unbalanced 
dealings,  he  nevertheless  for  some  reason  failed  to 
do  so.  The  sudden  unsatisfied  demand  for  40,000 
shares  rushed  up  the  price  by  31  points  in  five 
minutes  and  threw  the  entire  exchange  into  an  up- 
roar. The  motive  in  such  "wash  sales"  was  statis- 
tically shown  in  the  evidence  in  the  Montreal  and 
Boston  case  in  1905.    It  appeared  that  the  promoters 
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of  this  mining  company  had  in  one  day  bought 
94,000  shares  (mainly  from  themselves)  for  $271,000, 
and  sold  87,000  shares  (mainly  to  the  public)  for 
$275,000.  An  appearance  of  general  interest  in  the 
stock  was  thus  created;  and  on  the  basis  of  it  the 
quotations  were  "  washed  "  up  from  $1  to  $2.50  per 
share.  Meantime  they  were  being  quietly  unloaded 
upon  the  public  at  the  inflated  price. 

The  notorious  manipulation  of  quotations  for  Rock 
Island  securities  finds  a  coimterpart  in  the  recent  pool 
operations  in  Reading  stocks.  The  highly  involved 
corporate  organizations  of  this  company,  as  has  al- 
ready been  suggested,  the  facility  with  which  its  actual 
financial  status  may  be  concealed  by  expert  account- 
ing, the  "  commodities  clause  "  of  the  Act  of  1906,  and 
the  prolonged  litigation  over  the  standing  of  the  anthra- 
cite coal  combination  under  the  Sherman  Act,  —  all 
these  factors  have  served  to  lend  an  air  of  portentous 
mystery  to  every  movement  of  its  shares.  The  rise 
in  interest  in  it  is  manifested  by  the  following  table 
showing  the  number  of  transactions  in  Reading  com- 
mon by  years. 

Yean  Sliares  sold  Tears  Shares  sold 

1904 10,694,000  1908 35,165,000 

1905 22,818,000  1909 29,842,000 

1906 48,764,000  1910 28,196,000 

1907 89,141,000 

The  outstanding  common  shares  numbering  1,400,- 
000,  it  thus  appears  that  its  common  capital  stock,  — 
residuary  l^atee  of  earnings  after  satisfaction  of  the 
fixed  demands  of  its  preferred  shares,  —  was  handled 
in  1904  seven  and  a  half  times  over,  in  1905  sixteen 
times  over,  and  in  1906  thirty-one  times  over.  The 
slightly  flagging  interest  in  it  was  revived  again  in 
the  spring  of  1909,  when  in  three  months  its  common 
capital  was  handled  four  times  over.    During  the 
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third  week  in  April,  1909,  sales  of  its  common  stock 
equalled  one  half  the  total  outstanding  within  five 
full  working  days.  All  this  activity  has  naturally 
been  accompanied  by  the  widest  and  wildest  ranges 
of  quotation.  From  1904  below  $40  per  share, 
to  more  than  foiu*  times  that  figure  in  1906,  its  erratic 
course  has  been  a  source  of  bewilderment  to  all  ob- 
servers. More  than  once  the  violence  of  its  changes, 
as  when  in  January,  1906,  it  was  rushed  up  from  $139 
to  $164,  only  to  fall  again  within  a  month  below  its 
former  level,  and  within  a  year  to  $70,  has  seriously 
menaced  the  general  stability  of  the  New  York  stock 
exchange.  Plunging,  attempted  cornering,  manipular 
tion  of  the  crassest  order  have  been  carried  on  by  what 
appears  to  be  one  of  the  most  powerful  pools  in 
existence. 

The  specific  form  of  contract  entered  into  by  the 
participants  in  these  pools  has  several  times  been 
made  public  as  a  result  of  subsequent  investigation. 
In  the  Southern  Pacific  pool  of  1902,  to  be  described 
later,  the  gist  of  the  compact  was  contained  in  the 
following  paragraph:  — 

"  Further  we  hereby  authorize  the  said  agent  and 
manager  to  sell  at  his  discretion  the  whole  or  any 
part  of  the  certificates  purchased,  and  in  like  manner 
to  repurchase  and  again  sell,  so  buying  and  selling 
at  his  discretion,  provided,  however,  that  the  said 
certificates  be  not  sold  at  a  price  that  will  subject 
us  to  any  loss  on  the  entire  transaction."  The  agree- 
ment in  the  Hocking  Coal  pool,  which,  together  with 
the  one  in  Rock  Island,  collapsed  in  1910,  reads  as 
follows :  — 

The  undersigned,  being  desirous  of  purchasing  at  least  20,000 
shares  of  the  common  stock  of  the  Columbus  and  Hocking  Coal 
and  Iron  Company,  do  hereby  agree  to  purchase  the  same  or  so 
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much  thereof  as  in  the  opinion  of  the  hereafter  appointed  man- 
agers may  be  deemed  advisable  in  the  proportions  set  opposite 
the  respective  names  of  the  said  subscribers,  and  we  hereby  appoint 

,  our  agent  and  manager,  to  make  such  purchases  at  such 

time  or  times  before  the  first  day  of  September,  1909,  unless  sooner 
dissolved  by  the  majority  of  the  stock  subscribed,  in  such  manner 
and  amount,  and  at  such  prices  as  in  his  judgment  shall  be  to 
our  mutual  advantage. 

Each  one  signing  this  agreement  to  pay  on  demand  for  so  much 
of  said  purchases  as  his  subscription  (as  near  as  may  be  practicable) 
bears  to  the  whole  amount  subscribed,  as  such  agent  or  manager 
may  require.  Also  to  return  the  same  amount  of  certificates 
or  part  thereof  at  any  time  when  called  for  at  any  time  before 
the  first  day  of  September,  1909,  on  receiving  from  the  manager 
the  amount  paid  therefor,  with  interest  at  5  per  cent  per  annum. 
We  further  agree  on  any  call  from  said  manager  to  deliver  to 
the  said  manager  the  same  certificates  theretofore  ddivered  to 
us  by  him. 

Further,  we  hereby  authorize  the  said  agent  and  manager  to  sell 
at  his  discretion  the  whole  or  any  part  of  the  certificates  purchased 
and  again  buy,  so  buying  and  selling  at  his  discretion.  It  is  further 
agreed  that  any  profits  or  losses  incurred  through  the  purchase 
and  sale  of  said  certificates  shall  be  divided  in  proportion  to  the 
amount  subscribed  for  by  each  one  signing  this  agreement.  No 
one  signing  this  agreement  shall  have  the  right  to  call  for  a  state- 
ment of  accounts  growing  out  of  transactions  herein  authorized 
except  on  the  request  in  writing  of  60  per  cent  in  amount  of  cer- 
tificates subscribed. 


Turning  now  to  the  consideration  somewhat  in 
detail  of  specific  instances  of  speculation  in  raikoad 
securities,  they  may  perhaps  best  be  grouped  in 
two  classes:  speculation  by  "insiders''  in  shares 
of  their  own  companies;  and  manipulation  by  "  out- 
siders," either  for  its  own  sake  or  else  with  a  view 
to  wresting  control  from  those  who  may  be  at  the 
time  in  power.  In  both  cases,  the  interests  of 
the  general  body  of  shareholders  are  bound  to  be 
sacrificed  for  the  benefit  of  a  selected  few.  Of  the 
two  classes  of  speculative  activity,  the  latter  is  prob- 
ably less  prejudicial  in  effect,  inasmuch  as  the  two 
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contending  parties  are  more  apt  to  be  evenly  balanced 
in  resources.  Sooner  or  later,  moreover,  the  affair  is 
bound  to  become  public  property.  In  such  a  struggle, 
the  ordinary  stockholder  becomes  merely  a  spectator, 
albeit  a  heavily  interested  one,  unless  it  happens  to 
come  about  that  he  holds  the  balance  of  power  be- 
tween the  contending  parties.  In  this  contingency, 
of  course,  his  position  is  a  very  strong  one.  But 
in  those  cases  of  speculation  where  the  "insider" 
is  pitted  against  the  general  public,  including  the 
great  body  of  other  shareholders,  every  advantage 
is  upon  the  side  of  the  privileged  directorate  or  ad- 
ministration. All  others  are  helpless,  except  in  so 
far  as  the  courts  have  been  able  to  protect  the  rights 
of  minority  shareholders  in  cases  of  flagrant  abuse  of 
power. 

One  of  the  most  serious  of  recent  breaches  of  good 
faith  between  directors,  their  own  shareholders,  and 
the  general  public,  in  the  interests  of  speculation 
was  the  manner  in  which  in  August,  1906,  the 
Union  Pacific  dividend  was  advanced  to  its  present 
high  figm'e.  This  incident  marked  the  culmination 
of  the  furious  speculative  campaign  in  the  shares  of 
this  company  which  carried  its  common  stock  from 
a  merely  nominal  figure  in  1898  to  nearly  $200  per 
share  in  1906.  From  this  elevation  it  dropped  to 
$100  in  the  following  year.  Not,  however,  the  fact 
but  the  manner  of  increasing  this  dividend  is  subject 
to  criticism.  The  Southern  Pacific  road  was  the 
largest  single  outside  investment  of  the  Union  Pacific. 
It  had  been  gradually  fattened  through  many  years 
by  reinvestment  of  all  its  surplus  in  betterments, 
The  harvest  time  had  now  come.  Directors  of  both 
roads  met  in  the  same  room  at  practically  the  same 
time.    The    Southern    Pacific    common    stock    was 


RAILWAY  SPECULATION  197 

placed  upon  a  five  per  cent  dividend  basis.  From 
this  source  and  others^  the  Union  Pacific  company 
abruptly  raised  its  rate  from  six  to  ten  per  cent,  where 
it  has  since  remained.  The  fact  of  this  advance 
was  rigidly  concealed  for  two  days,  giving  opportunity 
to  those  interested  to  reap  large  profits  from  the 
inevitable  advance  in  price  attendant  upon  publi- 
cation of  the  fact.  No  official  investigation  has 
revealed  the  extent  of  these  private  operations.  It 
appears  to  be  well  established,  however,  that  aside 
from  whatever  interest  the  directors  and  their  friends 
had  in  the  stock  market,  a  powerful  '^  social  pool " 
in  the  stock,  which  did  not  close  out  its  holdings 
at  the  time,  overstayed  the  market;  and  suflFered 
heavy  losses  during  the  great  decline  of  prices  which 
soon  took  place. 

The  foregoing  Union  Pacific  incident  recalls  a 
notorious  episode  in  the  early  days  of  the  New  York 
Central  road.  On  December  19,  1868,  the  directors, 
after  a  midnight  meeting,  announced  an  eighty  per 
cent  dividend  in  new  stock  and  a  four  per  cent  cash 
dividend.  The  Financial  Chronicle  of  that  day  thus 
conmaents  upon  the  episode :  — 

The  real  occasion  of  the  dividend  is  to  be  found  in  the  specula- 
tive operations  of  parties  associated  with  the  management.  It  is  a 
matter  well  understood  in  the  better  informed  circles  of  Wall 
Street,  that,  some  few  months  ago,  a  knot  of  capitalists,  mostly 
in  the  direction,  combined  for  the  purchase  of  17,000,000  of  the 
stock  of  the  company;  and  in  order  to  facilitate  the  purchase 
and  the  carrying  of  the  stock,  a  loan  was  contracted  with  a  London 
banking  house  upon  the  stock  as  collateral,  the  loan  to  run  for 
two  years,  if  necessary.  The  stock  was  systematically  depressed 
previous  to  the  purchase,  and  was  bought  at  from  84  to  95,  averag- 
ing about  90. 

The  declaration  of  this  dividend  is  the  consiunmation  of  the 
scheme.  The  clique  realize  about  60  per  cent  profit  on  $7,000,000 
of  stock,  or  say  $4,200,000,  and  a  family  prominently  connected 
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with  the  road  makes  a  still  larger  profit.  But  how  has  it  fared  with 
the  ordinary  stockholders  ?  At  the  time  these  gentlemen  formed 
their  magnificent  scheme,  the  stockholders  outside  the  ''  ring " 
were  not  only  held  in  utter  ignorance  of  the  private  plans  of  the 
directory,  but  the  stock  was  systematically  depreciated  below 
its  real  value,  so  as  to  frighten  them  into  selling  to  the  directors 
and  their  friends. 

This  operation  is  a  fair  illustration  of  the  manner  in  which  direc- 
tors speculate  upon  their  exclusive  knowledge  of  the  affairs  of 
corporations,  to  the  injury  of  the  non-official  stockholders. 

Still  a  third  classic  instance  of  the  use  of  dividend 
increase,  apparently  to  make  a  market  for  securities 
imloaded  by  "  insiders,"  is  the  Atchison  seven  per  cent 
dividend  of  1887,  increased  from  six  per  cent  on  the 
very  verge  of  bankruptcy.  No  elaborate  defences 
of  this  action  have  ever  cleared  the  reputations  of 
the  guilty  directors.* 

Abrupt  increases  of  dividend  in  connection  with 
speculation  for  a  rise  by  "  insiders "  are  not  the 
only  means  of  surreptitiously  taking  advantage  of 
foreknowledge  of  future  events.  Oftentimes  the  actual 
policy  of  the  company  in  respect  of  surplus  income 
devoted  to  betterments  may  be  known  only  to  a 
privileged  few,  the  real  condition  of  affairs  being 
concealed  by  means  of  involved  accounts.  This  it 
is  which  in  part  renders  the  stocks  of  non-dividend 
'companies  so  susceptible  to  speculative  manipulation. 
Of  course  the  necessarily  low  quotations  of  non- 
dividend  stocks  offer  an  additional  incentive;  as*  a 
rise  of  a  point  or  two  in  value  of  a  stock  which  cost 
only  $25  represents  proportionately  eight  times 
as  much  profit  as  an  equal  rise  of  price  of  a  share 
which  cost  $200.  But  it  is  unquestionably  also  the 
mystery  attaching  to  a  non-dividend  security  which 
is  an  aid  to  the  professional  manipulator.    Chance 

1  Daegett,  RallnMMl  Reorsanlnktlon,  p.  108. 
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and  change,  —  the  daily  bread  of  speculation,  —  have 
no  concern  with  a  security  offering  a  rate  of  constant 
return.  Speculation  has  promptly  shifted  from  the 
preferred  to  the  common  shares  of  all  such  roads  as 
the  Reading  and  Atchison,  just  as  soon  as  the  pre- 
ferred stocks  began  to  pay  regular  dividends.  The 
Lehigh  Valley  road,  on  the  other  hand,  has  of  late 
been  speculatively  interesting  largely  because  of 
its  unrevealed  potentialities.  Between  1893  and  1904 
the  policy  was  rigidly  pursued  of  suspending  dividends, 
even  on  the  preferred  shares  and  of  devoting  every 
penny  of  income  to  development  of  the  property; 
and  yet,  of  course,  no  one  outside  of  the  manage- 
ment knew  how  extensive  the  betterment  in  reality 
was.  The  result  has  been  an  erratic  career  on  the 
stock  exchanges  quite  equal  in  range  of  prices  to  the 
wildest  antics  of  Reading  common  shares.  Within 
the  year  1010,  the  quotations  ran  up  to  $242,  down 
to  $125,  and  up  again  to  $175.  This  was  associated 
with  the  Pearson-Farquhar  plans,  subsequently  de- 
scribed, for  an  ocean-to-ocean  line,  which  would  have 
entailed  extensive  issues  of  new  stock  as  well  as  greatly 
increased  dividends.  Meantime  the  general  body 
of  stockholders  and  the  public  remained  in  practical 
ignorance  of  the  meaning  of  it  all.  The  highly  in- 
volved intercorporate  accounts  of  the  Rock  Island 
Company,  especially  prior  to  their  simplification  in 
1906,  undoubtedly  promoted  its  specidative  activity 
for  the  same  reason. 

A  merely  negative  policy  of  secrecy  in  adminis- 
tration only  differs  in  degree  from  one  of  positive 
deception.  Entirely  fictitious  statements  as  to  earn- 
ings may  be  effectively  utilized  by  "  inside  "  speculators 
for  a  rise.  Herein  lies  the  possible  advantage  of  even 
temporary  control  of  a  property,  held,  if  necessary. 
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by  means  of  operations  on  margin,  instead  of  by  actual 
ownership.  Prior  to  the  careful  analyses  of  expense 
accounts,  prescribed  by  the  Interstate  Commerce 
Commission,  it  was  always  possible  to  ^^  skin  "  a  road, 
that  is  to  say,  to  postpone  the  customary  and  in  the 
long  run  necessary  outlay  for  maintenance.  Savings 
thus  effected  could  be  utilized  for  enlarged  dividend 
disbursements.  On  the  strength  of  this  showing, 
the  speculators  could  dispose  of  their  holdings  at  a 
profit,  and  leave  the  road  practically  gutted.  In 
the  old  days  a  fictitious  appearance  of  prosperity 
might  easily  be  created  by  sending  out  orders  to  get 
traffic  at  any  cost;  thereby  producing  large  gross 
revenues,  and  at  the  same  time  reducing  maintenance 
expenses  in  the  same  proportion  as  the  rates  were 
cut.  Net  earnings  would  rise  with  the  enlarged 
gross  revenues,  but  the  property,  of  course,  would 
be  steadily  depreciating  in  condition.  Such  were  the 
tactics  charged  against  the  old  Atchison  manage- 
ment in  1890,  in  order  to  enable  the  then  embarrassed 

I  Barings  to  unload  their  heavy  investment  in  the 
road.  Such  action  they  were  compelled  to  take 
in  an  endeavor  to  avert  a  collapse  of  their  South 
American   enterprises.     Such  also  was  the  program 

.  apparently  threatened  by  the  Gates  syndicate  in  1902, 
while  temporarily  in  control  of  the  Louisville  and 
Nashville  road.  A  general  disturbance  of  the  entire 
rate  situation  in  the  South  promptly  forced  the  bankers 
responsible  for  the  Southern  system  and  other  roads 
in  that  territory  to  take  over  the  property  from  the 
Gates  syndicate  at  a  large  profit. 

The  series  of  events  leading  up  to  the  collapse 
of  both  the  Baltimore  and  Ohio,  and  Atchison  roads  in 
the  nineties  affords  instructive  examples  of  deliberate 
falsification  of  accounts  by  "  insiders "  in  order  to 
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create  a  market  in  which  to  unload  upon  the  public.^ 
In  the  case  of  the  Atchison,  income  was  apparently 
overstated  during  four  years  to  1893  by  more  than 
$7,000,000  in  the  aggregate.  Of  this  sum  nearly 
$4,000,000  consisted  of  rebate  accounts,  carried  as  an 
asset  but  having  no  value  whatever.  Ordinary  ex- 
penditures were  charged  to  capital  account;  un- 
collectible traflSc  balances  were  carried  as  assets; 
and  arbitrary  additions  to  earnings  were  made  under 
orders  from  the  East.  Annual  deficits,  in  one  year 
no  less  than  $3,000,000,  were  thus  covered  up;  and 
an  exhibit  of  steadily  increasing  earnings  was  publicly 
made.  The  revelations  in  1896  in  connection  with 
the  reorganization  of  the  Baltimore  and  Ohio  road 
were  no  less  scandalous.  During  seven  years  and 
two  months,  dividends  amounting  to  $6,269,000 
had  been  declared,  of  which  expert  accountants  averred 
that  less  than  a  million  had  really  been  earned. 
Net  earnings  had  been  systematically  overstated, 
operating  expenses  had  been  charged  to  capital  ac- 
count as  new  construction;  depreciation  had  been 
inadequately  charged  off  by  manipulation  of  profit 
and  loss  account;  and,  in  the  meantime,  new  capital 
had  been  issued  to  the  amoimt  of  $50,000,000,  and 
floating  debt  had  risen  from  $3,500,000  to  $16,000,000, 
without  any  corresponding  new  investment  in  the 
property. 

The  history  of  the  Cincinnati,  Hamilton,  and 
Dayton  road  affords  illuminating  evidence  of  the 
disastrous  effects  upon  a  company  of  a  series  of  specu- 
lative managements;  managements,  that  is  to  say, 
chiefly  interested  in  temporary  control  for  purposes 
of  speculation  and  sale  to  others,  rather  than  of  per- 

>  Details  M  to  this  are  well  manbaUed  In  Daoett,  Railroad  Reorganisation, 
Httnrard  Eoonomlo  Studies,  1908,  pp.  21  and  208. 
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manent  development.  Before  it  was  first  scuttled 
in  1886,  it  was  conservatively  financed,  and  was 
regularly  pajdng  dividends.  Its  shares  were  selling 
at  or  near  par.  At  this  time  a  New  York  banker 
named  Ives  piut^hased  control  by  means  of  the  well- 
known  stock  exchange  devices  of  pyramiding.*  Using 
each  purchase  of  stock  as  collateral  for  loans  with 
which  to  purchase  more  stocks,  the  price  was  run 
up  to  $150  per  share,  and  by  systematic  manipulation 
was  held  near  that  figure.  It  is  obvious  that  failure 
to  support  the  price  would  lead  to  calls  for  more 
margin  and  thus  bring  about  utter  collapse  of  the 
artificial  control.  Branch  roads  were  then  purchased 
and  heavy  bond  issues  by  them  were  floated  by  means 
of  guarantees  by  the  parent  company.  Ambitious 
projects  for  extension  to  St.  Louis,  as  a  formidable 
competitor  of  the  Baltimore  and  Ohio,  almost  forced 
that  company  into  its  purchase,  just  as  the  West 
Shore  road  was  unloaded  upon  the  New  York  Central, 
and  the  Louisville  and  Nashville  in  1902  was  forced 
upon  the  Atlantic  Coast  Line.  The  scope  and  out- 
come of  this  Dayton  project  are  best  described  in  the 
annual  report  of  the  road  for  1888. 

At  this  date  [June,  1886]  the  capital  stock  of  your  company  was 
$3,500,000  common  and  SI  ,000,000  preferred.  When  Mr.  Stayner 
and  Mr.  Ives  resigned  the  presidency  and  vice-presidency  re- 
spectively, August  9,  1887,  the  capital  stock  outstanding,  as  they 
stated  it,  had  been  increased  to  $4,000,000  comimon,  and  $11,000,- 
000  preferred  bearing  4  per  cent. 

The  bonded  debt  of  the  company  June  15,  1886,  outstanding 
was  $996,000  7  per  cent,  $1,434,000  6  per  cent,  and  $400,000 
5  per  cent  consolidated  sinking  fund  bonds.  This  debt  had  been 
increased  at  August  9,  1887,  by  $64,000  consolidated  sinking 
fund  5  per  cent  bonds  and  $2,000,000  second  mortgage  4i  per 
cent  fifty-year  bonds. 

To  represent  this  enormous  increase  of  liability  and  conversion 
and  appropriation  of  securities  owned  by  the  company,  amount- 

>  Brmdstreets,  vol.  zv,  p.  552,  givea  a  good  summary  of  these  tnnsaottons. 
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ing  In  the  aggr^^te  to  about  $14,500,000  par  value,  your  company, 
August  9,  1887,  had  betterments  of  its  road,  real  estate,  and  addi- 
tional equipment  representing  an  expenditure  of  less  than  one 
million  dollars.  Yoiur  company  had  in  addition  credit  on  the 
books  of  Henry  S.  Ives  k  Co.  for  a  deposit  of  upwards  of  $12,000- 
000,  subject  to  check  on  demand,  but  when  the  firm  of  H.  S.  Ives 
ft  Co.  made  an  assignment  for  the  benefit  of  creditors,  August 
11, 1887,  the  assets  of  that  firm  included  less  than  $1,000  in  cash. 

But  the  unhappy  history  of  the  Dayton  road  does 
not  stop  at  this  point.    Its  later  manipulation  has 
mainly  had  to  do  with  repeated  attempts  to  turn  it 
over  to  some  of  the  trunk  lines,  always,  of  course, 
at  a  projfit.    Within  three  years  prior  to  1905,  the 
road   has   been   passed    in    succession    through    the 
hands  of  no  less  than  four  syndicates.    The  first  pool 
was  originally  formed  in  1002  to  purchase  the  P^ 
Marquette  road,  running  crosswise  of  the  main  trunk 
lines  up  into  Michigan.    The  plan  was  by  threat 
of  extending  it  east  and  west  to  Buffalo  and  Chicago 
to  force  it  upon  the   Vanderbilt  roads  at  a  profit. 
This   project   failed,    leaving   these   capitalists   with 
a  heavy  burden  of  imsalable  and  non-dividend  paying 
securities.    In    the    meantime   another   independent 
cross  line,  the  Chicago,  Cincinnati,   and  Louisville, 
had  been  constructed  almost  into  Chicago  by  a  second 
syndicate.    A  third  pool  already  controlled  the  Da3rton 
road.    These  three  groups  all  overlapped  in  member- 
ship.     All    parties    finally    decided    to    join    forces. 
The  P^e  Marquette  was  sold  to  the  Dayton  road, 
by  payment  in  Dayton  bonds  and  notes  at  the  rate  of 
$125  for  Marquette  stock  which  had  cost  $85  per 
share.    This  recompensed  the  first  syndicate  Uberally. 
The  second  syndicate  which  had  built  the  line  toward 
Chicago  was  paid  for  its  services  in  Marquette  notes. 
The   third  syndicate,   controlling  the  Dayton  road, 
now  made  its  profit  in  turn  by  selling  the  combined 
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properties  to  a  fourth  syndicate  in  1904.  And  it 
was  this  interest  which  so  nearly  succeeded  in  dis- 
posing of  the  road  to  the  Erie  at  $160  per  share  in  the 
following  year.  This  was  brought  about  by  threats 
to  turn  the  entire  property  over  to  the  so-called  Hawley 
interests,  which  were  engaged  at  the  time  in  piecing 
together  various  odds  and  ends  in  trunk-line  territory. 
Fortunately  the  Erie  management  discovered  the 
true  state  of  affairs  in  time,  and  all  arrangements  for 
merger  were  abrogated. 

Turning  next  to  speculation  by  "  outsiders/'  in 
order  either  to  gain  control  of  a  company  from  others, 
or  else  merely  to  manipulate  prices  in  their  own  in- 
terest, a  typical  example  is  afforded  by  the  Keene 
Southern  Pacific  pool  of  1902.^  This  episode  is  sig- 
nificant as  showing  the  sort  of  attack  which  interests 
in  control  of  a  road  must  be  at  all  times  ready  to 
repel,  unless  they  actually  control  the  property  by 
ownership  of  a  majority  of  the  voting  shares.  The 
general  situation  must  first  be  imderstood  in  order 
to  comprehend  the  plan  of  campaign.  The  Union 
Pacific  road,  then  in  process  of  reconstruction,  ended 
at  Ogden,  Utah.  It  was  dependent  for  its  through 
connection  to  San  Francisco  upon  the  Central  Pacific 
road,  which  was  a  part  of  the  Southern  Pacific  system. 
In  order  to  acquire  this  necessary  link  in  the  trans- 
continental chain,  the  Union  Pacific  in  1901  purchased 
a  practically  controlling  interest  in  the  Southern 
Pacific,  altho  it  was  considerably  short  of  a  majority 
of  the  shares  outstanding.  But  the  major  part  of 
this  extended  system,  reaching  through  Southern 
Califomia  to  New  Orleans,  seemed  at  the  time  to  be 
quite  a  distinct  property,  for  transportation  purposes, 

>  The  following  aooount  Is  baaed  upon  Utigatlon  laatlng  throughout  1903,  teetl- 
mony  In  which  waa  currently  reported  In  the  financial  and  railway  Journals. 
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from  the  small  portion  needed  by  the  Union  Pacific 
to  complete  its  direct  through  line  to  the  Golden 
Gate.  The  Union  Pacific  Company  at  once  caused 
its  recent  acquisition  to  embark  upon  an  extensive 
program  of  betterments.  No  dividends  were  paid 
by  the  Southern  Pacific,  in  order  that  all  net  revenue 
(and  there  was  a  substantial  amount  of  it)  might  be 
devoted  to  upbuilding  the  property.  Nevertheless, 
just  as  in  the  case  of  the  Lehigh  Valley  road,  the  actual 
extent  of  this  rehabilitation  and  improvement  re- 
mained for  the  general  public  largely  a  matter  of 
conjecture. 

The  Keene  pool,  as  appeared  in  the  coiu'se  of 
subsequent  litigation,  was  dated  January  29,  1902, 
and  was  to  be  continued  until  April  1,  1903.  It 
was  to  become  operative  upon  the  purchase  of  200,000 
shares  of  Southern  Pacific  stock,  which  amount 
might  be  increased  to  400,000  shares.  As  there  were 
only  1,970,000  shares  outstanding,  and  as  the  Union 
Pacific  had  only  acquired  750,000  shares  from  the 
Huntington  and  other  estates  in  1901,  such  concen- 
tration of  ownership  m  other  hands  was  a  matter 
of  some  importance.  As  a  matter  of  fact,  it  appeared 
later  that  some  244,000  shares  were  actually  acquired. 
The  form  of  pooling  contract  adopted  was  much 
like  that  in  the  Hocking  Valley  Coal  pool,  as  has 
already  been  shown.  Having  acquired  this  sub- 
stantial proportion  of  the  capital  stock,  the  next 
step  was  to  bring  about  a  rise  in  its  market  quotations 
in  order  to  imload  upon  the  public.  There  is  no 
evidence  at  all  of  an  intention  to  continue  the  in- 
vestment in  the  stock.  Much  of  it  in  fact  was  not 
really  owned,  but  was  merely  carried  on  margin. 
The  plan  was  simple.  The  Southern  Pacific  Company 
was  to  be  forced  to  modify  its  program  of  devoting 
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all  net  income  to  betterments;  and  was  to  be  compelled 
to  begin  payment  of  dividends  upon  its  capital  stock. 
Such  action  would  obviously  serve  the  purpose.  An 
elaborate  campaign  of  publicity  was  then  inaugurated. 
It  was  alleged  that  the  Union  Pacific  was  not  really 
upbuilding  the  entire  Southern  Pacific  road  at  all, 
but  was  merely  "  fattening "  the  Central  Pacific 
link,  in  order  at  the  proper  time  to  cut  it  off  and  turn 
it  over  to  the  controlling  company,  thus  completing  the 
Union  Pacific  direct  line  to  the  coast.  This  in  turn 
led  to  a  spirited  contest  for  control  of  the  next  annual 
meeting,  recalling  in  many  respects  the  struggle 
over  the  Illinois  Central  in  1907.  Injunctions  were 
sought  to  prevent  the  Union  Pacific  from  voting 
on  its  750,000  shares  of  Southern  Pacific  stock  at  the 
annual  meeting  on  April  8,  1903,  —  only  two  days, 
by  the  way,  prior  to  the  original  date  of  expiration 
of  the  pool.  This  action  failed.  In  the  meantime 
the  Harriman  party  had  succeeded  in  accumulating 
enough  proxies  from  other  stockholders  to  insure 
their  control.  Thus  balked  in  its  program,  the  pool 
was  compelled  to  liquidate  its  holdings.  This  it  did 
in  the  rapidly  declining  market  of  1903,  at  very  heavy 
loss.  It  was  estimated  at  the  time  that  the  holdings 
which  had  cost  about  $16,700,000  were  closed  out 
at  a  loss  to  the  pool  members  of  approximately  $3,000,- 
000.  Thus  ended  the  chapter,  about  as  disastrously 
as  the  Reading  pool  in  1906. 

In  form  precisely  like  the  Southern  Pacific  pool, 
altho  differing  in  outcome,  was  the  Gates  raid  upon 
the  Louisville  and  Nashville  road  in  April,  1903.* 
This  road  being  about  to  issue  $5,000,000  of  new  stock, 

'  This  transaction  was  Investigated  upon  complaint  of  the  Kentucky  Railroad 
Commission  by  the  Interstate  Commerce  Commission  In  1902-03.  The  complaint 
and  answers  are  reprinted  In  the  23d  Annual  Report  of  the  Railroad  Commlsalon 
of  Kentttdcy. 
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it  appeared  likely  that  the  market  quotations  would 
decline  substantially  by  reason  of  the  increased  floating 
supply.  Many  traders  in  consequence  sold  the  stock 
"short";  expecting  to  cover  their  contracts  at  the 
lower  figure.  The  Gates  pool  quietly  bought  all  the 
shares  offered;  thereby  acquiring  some  306^000  shares 
out  of  a  total  of  600,000  outstanding.  With  this 
clear  majority,  they  forced  the  bankers  in  charge 
of  the  Southern  road,  which  could  ill  afford  any  dis- 
turbance of  the  rate  situation,  to  take  it  off  their 
hands.  The  pool  appears  to  have  profited  hand- 
somely by  the  transaction,  having  acquired  102,000 
shares  for  less  than  $110  per  share  and  the  balance 
at  $125;  and  then  having  tiuned  it  over  to  J.  P. 
Morgan  and  Company,  at  about  $130  per  share  for  the 
first  lot,  and  $150  per  share  for  the  second.  It  was 
then  placed  in  the  hands  of  the  Atlantic  Coast  Line 
Company  "  for  safe  keeping  "  at  $160  per  share.  In 
much  the  same  way  and  at  about  the  same  time,  the 
Monon  line  from  Louisville  and  Chicago  was  bought  up 
by  a  speculative  pool  and  finally  tiuned  over  for  joint 
control  to  the  Southern  and  the  Louisville  and  Nash- 
ville roads.^  Such  episodes  as  these  are  not  only 
illuminating  in  themselves,  but  they  serve  to  explain 
the  extraordinary  fervor  of  speculation  which,  as  we 
have  already  seen,  culminated  at  about  this  time. 

The  speculative  acquisition  of  the  Boston  and 
Maine  Railroad  by  President  McLeod  of  the  Reading 
road  in  1892,  however  laudable  the  desired  end  in 
view  for  his  company  may  have  been,  reveals  the 
hazards  of  such  modes  of  finance.^  Early  in  that 
year,  shares  of  the  New  York  and  New  England  and 

>  A.  D.  Noyes  In  the  Forum,  Oct.  1902,  p.  204. 

■  U.  8.  Industrial  CommJMion,  Ix,  pp.  561-676,  contains  teattmony  on  the  aubjeot. 
Dagiett.  Railroad  Reorganisation,  pp.  123  U  teq.i  traoea  Its  effect  upon  the  Reading 
Company.    Bradatreets,  vols,  xz  and  xxl.  contains  many  additional  details. 
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Boston  and  Maine  companies  began  to  advance 
mysteriously,  and  in  October  virtual  control  of  both 
by  the  Reading  was  expressed  through  the  election  of 
McLeod  as  president.  The  operation  was  difficult  to 
understand,  as  the  Reading  had  always  been  impecun- 
ious and  was  then  in  a  peculiarly  precarious  condition. 
On  February  20,  1893,  it  suddenly  went  into  bank- 
ruptcy. The  story  is  succinctly  told  in  the  report 
of  the  directors  in  the  following  January.  In  substance 
it  was  a  case  of  speculation  ^'  on  margin,"  and  of  the 
margin  having  been  ^'  wiped  out." 

On  the  25th  day  of  October,  1892,  President  McLeod  authorized 
the  purchase  of  shares  in  the  New  York  and  New  England  Rail- 
road Company,  and  ultimately  32,000  shares  were  acquired. 
President  McLeod  originally  put  up  his  own  securities  as  col- 
lateral to  protect  the  purchasing  brokers.  Subsequently,  as 
collateral  to  secure  these  purchases,  President  McLeod,  without 
having  previously  obtained  the  authority  of  the  board  of  managers, 
drew  from  the  treasury  of  the  company  and  pledged  the  following 
securities  [treasury  securities  enumerated]. 

The  fact  of  the  withdrawal  and  use  of  the  securities  was  first 
formally  brought  to  the  attention  of  the  board  on  December  14. 
On  December  24  resolutions  were  passed  ratifying  the  action 
of  Mr.  McLeod  and  indemnifying  him  for  advances  made  on  his 
individual  account  to  the  extent  of  $400,000.  Messrs.  F.  H. 
Prince  k  Co.  and  Messrs.  Ervin  k  Co.  [the  brokers  through  whom 
the  purchases  were  made]  subsequently  gave  notice  of  their  in- 
tention to  sell  the  shares  for  the  purpose  of  reimbursing  their 
advances,  and  ultimately,  in  pursuance  of  such  notice,  all  of  the 
shares  were  sold.  After  crediting  the  company  with  the  net  pro- 
ceeds of  sale,  the  total  loss  on  the  Boston  and  Maine  Railroad 
stock  was  $918,008.09,  and  on  the  New  York  and  New  England 
stock  $553,996.15,  or  a  total  of  $1,472,004.24. 

The  most  recent  spectacular  collapse  of  an  ambitious 
attempt  to  create  a  transcontinental  railway  line 
on  the  basis  of  borrowed  money  occurred  in  July, 
1910.*    From  some  unrevealed  source  large  blocks 

>  The  finandiJ  iournals  of  July  28,  1910,  and  the  foUowlnc  week  abound  In 
desorlptlTe  matter. 
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of  railroad  stocks  had  been  pressed  for  sale  upon  the 
exchanges  for  some  weeks.  It  had  been  known  since 
January  that  some  mysterious  pool  had  been  quietly 
accumulating  large  holdings  in  various  roads,  especially 
of  the  Rock  Island  C!ompany.  The  shares  in  other  ap- 
parently imrelated  properties,  like  the  Lehigh  Valley, 
had  also  been  advancing  sharply.  The  entire  plan  was 
disclosed  when  suddenly  it  was  announced  on  July 
28th  that  an  English  syndicate,  heavily  interested  in  a 
chain  of  roads  from  the  Atlantic  to  the  Pacific,  had 
been  forced  by  the  steady  decline  in  quotations  to 
transfer  all  its  holdings  en  bloc  to  a  leading  American 
banking  house.  The  nucleus  of  the  transcontinental 
system  was  to  have  been  the  Rock  Island.  It  was  to 
have  been  carried  to  the  west  by  the  Denver  and  Rio 
Grande,  a  supposedly  Gould  property,  which  in  turn 
controlled  the  recently  completed  Western  Pacific  road 
to  the  coast.  But  in  order  to  hold  these,  the  Missouri 
Pacific  had  also  to  be  included.  Eastward,  the  line 
was  to  be  made  up  of  the  Wabash  and  the  Lehigh 
Valley  roads  to  Atlantic  tide  water.  No  details 
have  ever  reached  the  public.  But  it  was  rumored 
that  an  investment  of  approximately  $30,000,000 
was  finally  liquidated  for  about  half  that  sum.  Had 
the  affair  not  been  terminated  by  private  arrange- 
ment, in  other  words,  had  this  huge  volume  of  seciuities 
been  openly  forced  upon  an  already  over-loaded 
miarket,  a  disastrous  panic  might  have  been  pre- 
cipitated. 

A  common  mode  of  protection  against  the  raids  of 
out^de  speculative  cliques  is  the  creation  of  a  voting 
trust.  ^  With  a  body  of  trustees,  commonly  five  in 
number,  all  shares  of  capital  stock  are  deposited,  in 
exchange  for  so-called  voting  trust  certificates.    The 

A  Of.  Daoett,  op.  dt.;  and  the  Yale  Law  Jounud,  yoL  zUI.  19M. 


210  QUARTERLY  JOURNAL  OP  ECONOMICS 

important  point,  however,  is  that  such  exchange  of 
securities  is  for  a  stated  period  of  time;  and  vests  all 
voting  power  on  the  stock  in  the  hands  of  the  trustees. 
This  assures  stability  of  control  and  continuity  in 
policy.  It  has  been  a  common  feature  of  most  of  the 
great  raiboad  reorganizations  in  recent  years.  Some 
voting  trusts  have  been  continued  for  many  years, 
notably  on  the  Ontario  and  Western  road.  When 
entered  into  for  an  indeterminate  period,  only  ter- 
minable upon  the  declaration  of  dividends  successively 
for  a  given  time,  it  may  operate  disadvantageously 
to  shareholders;  but  in  the  long  run  seems  to  be  a 
convenient  and  necessary  safeguard. 

What  remedies  may  be  applied  to  check  this  specu- 
lative activity,  in  itself  a  menace  to  the  safe  and  sane 
operation  of  the  railroads  of  the  United  States  ? 
A  powerful  one  has  already  been  applied  in  the  benefi- 
cent publicity  features  of  the  recent  Hepburn  Act 
of  1906,  and  as  still  further  amended  in  1910  in  the 
Mann-Elkins  law.^  Little  more  in  the  way  of  specific 
legislation  would  seem  to  be  needed;  altho  liberal 
appropriation  for  administrative  oversight  by  means 
of  expert  accountants  must  of  course  be  cmrently 
made  by  Congress.  So  far  as  checking  specu- 
lation by  "  insiders "  is  concerned,  the  strict  pre- 
scription by  the  Interstate  Commerce  Commission 
of  the  practice  as  to  making  depreciation  charges 
would  seem  to  be  most  effective.  The  matter  techni- 
cally bristles  with  accoimting  perplexities,  and  has 
been  most  bitterly  opposed  by  leading  raib-oad  men. 
Some  of  this  objection  is  more  or  less  valid.      Yet 

1  TheM  proYkloiiB  are  described  In  the  Quarteriy  Journal  of  Economloi^  vol.  zil* 
1006,  pp.  22-61,  and  vol.  zzv,  1910,  pp.  603-633.  Accounting  features  are  eepedally 
dlseussed  ibid.,  vol.  zzlii,  1008.  pp.  364-888. 
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much  unnecessary  bitterness  in  discussion  of  the 
subject  has  been  engendered  by  a  misconception  of 
the  rules  of  the  Conmiission.  It  is  alleged  that  the 
insistence  upon  a  clear  differentiation  between  capital 
and  income  account  in  the  matter  of  charging  for 
depreciation  or  for  betterment  and  new  construction, 
will  compel  the  companies  to  capitaUze  all  betterment 
work  instead  of  caring  for  it  in  part  from  surplus 
income  by  charging  it  to  operating  expenses.  This 
by  no  means  seems  to  follow.  No  actual  policy  as  to 
the  form  of  payment  to  be  adopted  in  cases  of  improve- 
ment work  is  enforced  by  law.  The  only  requisite 
is  that,  whatever  the  policy  of  the  road  may  be,  it 
shall  be  made  evident  in  the  published  accounts  for 
the  benefit  of  all  parties  concerned.  No  one  can 
question  for  a  moment  the  expediency  of  oftentimes 
adjusting  maintenance  outlay  in  some  measure  to 
the  exigencies  of  the  moment;  either  by  postponing 
it  in  part,  or,  if  possible,  by  going  to  the  other  extreme 
and  expending  freely  for  maintenance  in  order  to 
save  in  direct  operating  cost.  Not  even  the  excuse 
of  artificially  creating  a  favorable  income  return 
in  order  to  successfully  float  new  bonds  or  stocks  is 
valid  or  admissible  in  the  case  of  most  companies 
in  normal  times.  The  accounts  should  reveal  to  all, 
and  especially  to  public  authority,  the  precise  policy 
which  is  being  pursued.  Padded  or  starved  income 
statements  have  in  the  past  been  one  of  the  most 
prolific  sources  of  profit  to  "  insiders  "  in  the  case  of 
speculatively  managed  roads.  Most  sound  roads, 
of  course,  do  not  resort  to  such  practices;  but  laws 
must  be  drawn  to  meet  possible  offences,  even  if  they 
be  exceptional.  It  is  a  matter  for  congratulation 
that  such  manipulation  is  becoming  increasingly 
more  difficult  under  the  accounting  supervision  of  the 
Interstate  Commerce  Commission. 
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Beneficent  in  its  effects,  also,  will  be  all  further  care- 
ful regulation  of  intercorporate  accounting.  The  con- 
solidated balance  sheet,  as  used  by  the  Rock  Island 
and  Reading  companies,  is  another  fecund  source 
of  evil.  The  classic  financial  reorganization  of  the 
Alton  road  was  so  adroitly  covered  up  in  the  accounts, 
that,  as  has  been  technically  shown  in  the  Journal 
of  Accountancy^  the  holding  company  could  pile  up 
a  surplus  or  incur  a  large  deficit  without  danger  of 
discovery.  Not  a  trace  of  the  very  recently  revealed 
and  entirely  imsuspected  indebtedness  of  the  Oregon 
Short  Line  to  the  Union  Pacific  Company,  to  the  amoimt 
of  $72,000,000,  could  be  found  in  the  reports  of  either 
company,  until  the  directors  chose  to  let  it  be  known.* 
Such  things  should  not  be.  Nothing  so  invites  specu- 
lation as  mystery.  Whether  the  so-called  "  insiders  " 
profit  by  it  or  not,  is  not  the  main  question.  Such 
secrecy  certainly  provokes  speculative  manipulation 
in  others.  So  far  as  publicity  can  reasonably  go,  it 
should  be  applied  with  the  utmost  vigor. 

Speculation  thrives  in  the  main  upon  seciuities 
of  low  market  value.  Such  low  quotations  are  usually 
the  result  of  an  over  issue  of  seciuities;  in  other  words 
of  capitalization  more  or  less  in  excess  of  either  physical 
value  or  earning  power.  A  second  restraining  in- 
fluence upon  speculation  in  future  may  therefore 
indirectly  flow  from  enforced  publicity,  so  far  as  it 
puts  an  end  to  the  evil  known  as  stockwatering.* 
This  form  of  financial  abuse  is  much  less  prevalent 
than  formerly;  it  is  in  fact  now  non-existent  probably 
in  the  case  of  most  of  our  substantial  roads.  Yet 
in  so  far  as  publicity  or  physical  valuation  may  serve 
to  restrain  the  excessive  output  of  seciuities  by  a 

^  N«ir  York  Evenlnc  Post,  Financial  Supiilainant,  Oot.  1, 1010. 

*  DiMiund  by  tbe  author  In  tha  Political  Sdanee  Quarterly  for  Biaroh,  lOlOi 


RAILWAY  SPECULATION  213 

few  erring  companies,  speculation  may  reasonably 
be  expected  to  diminish  as  a  consequence. 

One  of  the  most  powerful  checks  may  ultimately 
be  found  in  some  prohibition  of  excesses  in  inters 
railway  financing.  Wholesale  investment  of  corporate 
funds  of  one  railroad  in  stocks  of  other  railroads, 
especially  upon  a  credit  basis,  has  been  a  con- 
spicuous and  unwholesome  featiu*e  of  the  last  few 
years.  The  collateral  trust  bond  has  been  a  useful 
means  of  accompUshing  this  purpose.  Of  coiu'se  as 
a  means  of  building  up  a  logically  unified  system, 
particularly  in  linking  together  naturally  connecting 
roads  into  a  through  line,  such  intercorporate  financing 
is  necessary  and  proper.  But  when  applied,  as  by 
the  Union  Pacific  and  the  trunk-line  roads,  to  control 
or  investment  in  naturally  competing  or  even  entirely 
remote  and  disconnected  properties,  it  may  become 
a  pubb'c  menace.  Particularly  does  it  invite  corporate 
speculation,  that  is  to  say,  the  purchase  and  sale  of 
one  road  by  another,  not  as  an  incident  to  operating 
efficiency,  but  merely  for  the  sake  of  profit.  It  is 
not  a  wholesome  condition  of  affairs  that  a  railroad, 
chartered  for  the  conduct  of  transportation,  should 
be  engaged  in  stock-exchange  operations  of  this  sort; 
and  that  a  large  part  of  its  revenues  should  be  derived 
either  from  such  sources  or  from  its  investments 
in  scattered  and  wholly  unrelated  roads.  It  is  greatly 
to  be  hoped  that  the  possibility  of  public  interference 
to  prevent  such  tendencies,  even  tho  fraught  with  the 
danger  of  crippling  suitable  private  initiative,  may  be 
rendered  more  remote  by  greater  circumspection  on 
the  part  of  the  directors  of  some  of  these  great  quasi- 
public  companies. 

Positive  discouragement  of  imdue  speculation  in 
railroad  securities  in  future  may  possibly  also  be 
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looked  for  in  the  imposition  by  the  states  of  taxes 
upon  all  stock-exchange  transactions.  A  rich  source 
of  income  exists  therein;  but  the  tax  must,  of  course, 
be  so  applied  as  neither  to  hamper  legitimate  trans- 
actions nor  to  lead  to  escape  by  migration  to  other 
states.  So  far  as  it  is  practicable,  a  substantial  tax 
upon  all  transfers  of  stock  would  seem  to  promote 
the  general  welfare,  without  unduly  burdening  the 
necessary  processes  of  exchange.  And,  finally,  a 
healthy  public  sentiment  which  shall  frown  upon 
manipulation  of  stocks  for  private  profit,  especially 
by  those  who  occupy  positions  of  trust,  or  which 
views  large  fortimes  accumulated  by  such  means  as 
improperly  acquired,  cannot  fail  to  exercise  some 
influence.  After  all  is  said  and  done,  the  high  regard 
of  one's  contemporaries  is  among  the  most  coveted 
rewards  of  life.  The  country  would  seem  to  have 
passed  through  an  extraordinary  period  of  moral 
awakening  of  late.  We  may  perhaps  never  again  be 
I  called  upon  to  witness  such  an  orgy  as  this  last  decade 
(has  revealed.  The  outlook  is  far  more  satisfactory 
in  this  regard  than  it  was  five  years  ago. 

The  foregoing  outline  of  speculative  manipulation 
of  railway  securities  tells  but  a  sorry  tale  at  best.  It 
presents  the  most  unpleasant  aspect  of  railroad  financ- 
ing, embracing  a  range  of  operations  from  m}rsti- 
fication  and  petty  deceit  to  utter  fraud.  But  the 
conclusion  must  be  carefully  avoided  that,  because 
such  offences  have  at  times  been  committed,  American 
railroad  finance  on  the  whole  is  unsound.  Such  a  con- 
clusion would  be  absolutely  unfounded.  A  large 
majority  of  our  common  carriers  are  certainly  as 
honestly  administered  as  are  private  businesses  as  a 
whole.  Nor  has  the  standard  of  integrity  in  the 
main  ever  been^^^Thign^  it  is  at  present.    But,  as 
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always,  the  innocent  are  condemned  to  suffer  with  the 
guilty.  No  single  group  of  persons  has  a  deeper 
interest  in  the  prevention  of  such  breaches  of  trust  in 
future  than  that  charged  with  the  present  management 
of  this  great  industry. 

W.  Z.  Ripley. 

Habvabd  UNTTBRBrrr. 


DISTRIBUTION  OF  INCOME  IN  GREAT  BRIT- 
AIN AND  INCIDENCE  OF  INCOME  TAX 

SUMMARY 

Mr.  Mallock's  estimates,  216.  —  Average  number  of  inoomes  per 
unit  of  the  range  of  incomes  in  each  group  used  as  a  measure  of  density, 
218.  —  Density  coefficients,  220.  —  Three  strata  of  income  receiversp 
221.  —  Density  coefficients  vary  with  the  reciprocals  of  the  cubes  of 
the  corresponding  incomes,  222.  —  Corrected  average  inoomes  for 
groups,  224.  —  Rectified  tables  of  income  distribution,  226.  —  Ad- 
vantage in  taxing  all  inoomes  above  £100,  227.  —  Formula  for  grad- 
uation of  the  tax  rate,  228. — Tax  yield  controlled  by  vaiying  the 
ultimate  rate,  229.  —  Its  incidence  controlled  by  varying  the  size  of 
income  to  which  half  the  ultimate  rate  applies,  232.  —  Modifications 
to  fit  the  use  of  step  rates  and  of  abatements,  236. 

The  Nineteenth  Century  for  March,  1910,  contains 
a  most  interesting  article  by  Mr.  Mallock,  in  which 
he  makes  a  careful  estimate  of  the  totals  of  the  in- 
comes of  those  in  Great  Britain  receiving  more  than 
£115  per  year.^  Much  in  such  estimates  is  to  some 
extent  conjectural,  because  the  official  statistics  are  still 
far  from  sufficient  to  furnish  the  full  data  required. 
Mr.  Mallock's  estimates  have  been  objected  to  on  this 
ground  by  statisticians  whose  professional  practice 
compels  them  to  keep  rigidly  within  the  limits  over 
which  the  full  facts  are  proven  by  well  authenticated 
figures;  but  they  appear  to  take  into  account  more 
numerous  considerations  and  detached  items  of  re- 
liable information  than  have  been  previously  brought 
to  bear  upon  this  study;  while  his  deductions  from 
the  available  figures  seem  to  be  sane  and  prudent. 

1  Since  this  paper  was  written,  Mr.  Mallook  haa  publlahed  his  esttmates,  more  tnOj 
elaborated,  In  his  volume  on  The  Nation  as  a  BiuLneee  Firm,  which  Is  dlaoussed  bjr 
Profeasor  Young  below  In  the  present  Issue,  p.  376. 

216 


DISTRIBUTION  OF  INCOME  217 

The  table  in  which  he  summarizes  these  conclusions 
is  the  first  seen  by  the  present  writer  which  bears 
internal  evidence  of  enough  completeness  and  approxi- 
mate accuracy  to  make  it  worth  while  to  found  upon 
it  any  scientific  theory  or  formula,  rational  or  em- 
pirical. In  any  attempt  to  frame  such  a  formula  it 
should  be  constantly  borne  in  mind  that  the  formula 
can  never  be  expected  to  fit  exactly  all  the  statistical 
figures  throughout  the  full  range  of  the  phenomenon. 
This  for  two  reasons:  the  first  that  the  statistics  are 
known  to  represent  the  actual  facts  only  with  rough 
approximation,  and,  as  said  above,  to  leave  out  of 
account  many  factors  which  can  be  filled  in  only  by 
conjecture;  and  the  second,  that  the  actual  facts 
themselves  certainly  do  not  follow  with  precision  any 
exact  noathematical  law.  As  regards  this  latter  rea- 
son, it  is  important  to  note  that  the  approximation 
to  mathematical  law  is  certain  to  be  closer  the  larger 
the  number  of  individual  cases  which  go  to  form  the 
average.  Thus  there  are  enormous  numbers  of  people 
who  have  small  incomes  and  very  few  who  have  very 
lai^e  incomes.  It  follows  that  mathematical  law 
should  be  more  discoverable  in  the  statistics  of  the 
poor.  The  number  of  the  very  rich  is  so  small  that 
no  averaging  proper  is  possible,  and  eccentric  devia- 
tions from  mathematical  law  are  inevitable.  Never- 
theless, when  the  statistics  of  the  very  rich  over  a 
very  long  series  of  years  become  available,  closer 
averages  for  this  class  also  should  become  possible, 
provided  that  the  concurrent  influence  of  historical 
progress  in  time  were  known  and  allowed  for. 

The  first  four  columns  of  Table  I  give  the  more 
important  conclusions  arrived  at  by  Mr.  Mallock. 
In  the  first  column  are  given  successive  ranges  of 
income  from  £115  upwards.    In  the  second  are  given 
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the  aggregates  of  the  incomes  of  all  persons  coming 
within  these  ranges.  In  the  third  appears  the  average 
individual  income  as  estimated  for  each  range,  and  in 
the  fourth  the  number  of  persons  receiving  income 
within  each  range. 

In  the  first  place  it  must  be  noted  that  the  figure 
in  the  third  column  is  a  purely  conjectured  average; 
secondly,  that  the  number  in  the  fourth  colmnn  is  an 
estimate  obtained  by  dividing  column  2  by  column  3; 
thirdly,  that  this  fourth  colmnn  number  has  been 
revised  by  the  present  writer  to  give  a  closer  arithmetic 
correspondence  between  it  and  columns  2  and  3  from 
which  it  is  derived. 


TABLE  I 
DiflriBiBirnoN  of  Incomb 


lUnM 
Income 

TotiU 

Income 
within  Range 

Anumed 

Avence 

over  Range 

Number  of 

Income  Recetvera 

within  Range, 

deduced  from 

Average 

Number 
Mr£l 
Range 

Million 

£116-     150 

£333 

£146 

2,295,000 

66,600 

150-     160 

70 

165 

461,600 

46,160 

160-     200 

250 

180 

1,389,000 

34,725 

200-     300 

100 

250 

400,000 

4,000 

300-     400 

66 

350 

188,500 

1,886 

400-     700 

86 

630 

162,000 

640 

700-  2,000 

207 

1,200 

172,600 

133 

2,000-  3,000 

47 

2,600 

18,800 

18.8 

3,000-  5,000 

64 

4,000 

13,600 

6.76 

5,000-10,000 

67 

7,000 

9,600 

1.92 

10,000-60,000 

40 

19,000 

2,100 

.0525 

Kfi  nnn .  -. 

35 

110,000 

320 

Total 

£1,356 

6,102,820 

Again,  observe  that  the  assumed  averages  are  in 
many  cases  merely  the  arithmetic  means  between 
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Upper  and  lower  limits  of  the  range.  It  will  appear 
presently  that  this  arithmetic  mean  is  always  higher 
than  the  true  average:  consequently  the  numbers  in 
column  4  are  smaller  than  the  actual  numbers.  In 
the  first  line  of  the  table  the  error  is  greater,  the 
assumed  average  being  higher  than  the  arithmetic 
mean. 

From  the  table  as  it  stands,  in  these  first  four  columns 
no  progressive  law  is  apparent:  the  figures  seem  to 
vary  in  an  extremely  erratic  fashion.  This  results, 
however,  from  the  want  of  uniformity  in  the  extent 
of  the  ranges  in  which  the  whole  is  sectioned.  These 
ranges  are  £35,  £10,  £40,  £100,  £100,  £300,  £1300, 
£1000,  £2000,  £5000,  £40,000,  and  from  £50,000  up- 
wards. Here  there  is  neither  uniformity  nor  any 
regular  progression.  Without  reduction  on  some 
sjrstematic  plan,  no  law  could  be  discoverable.  Evi- 
dently the  proper  method  is  to  reduce,  if  possible,  to 
some  one  uniform  range  of  income.  This  may  be 
taken  indiflferently  at  £1000,  £100,  £10,  or  £1.  If 
£1000  were  taken,  each  result  would  be  simply  a 
hundred  times  greater  than  if  £10  be  used.  In  the 
poor  end  of  the  table,  it  is  necessary  to  consider  sep- 
arately each  £10  increment  from  say  £100  up  to  £200, 
and  if  the  niunber  of  income  holders  per  £100  range 
were  tabulated  for  this  part  of  the  table  where  the 
variation  is  so  rapid,  the  figure  could  be  understood 
only  as  ten  times  that  for  £10  range.  On  the  other 
hand,  at  the  other  end  of  the  table,  the  number  per 
£100  range  gives  as  result  a  small  fraction  of  one 
individual,  which  again  has  no  meaning  except  when 
understood  to  be  simply  the  100th  part  of  the  number 
per  £10,000  range.  Thus,  if  a  £1  range  be  taken  and 
the  numbers  in  column  4  be  divided  by  the  correspond- 
ing range  in  pounds,  we  arrive  at  a  series  of  figures 
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giving  a  first  approximation  to  the  natural  law  of  what 
may  be  called  the  Density  of  the  Income  Receiving 
Population  at  each  level  of  income.  The  result  of 
this  division  is  shown  in  the  fifth  or  last  colimm  of 
Table  I,  which  has  been  added  by  the  present  writer. 

The  results  have  been  plotted  on  a  largenscale 
diagram  as  vertical  ordinates  against  abscissae  equaling 
the  mean  income  over  each  range  as  given  in  Mr. 
Mallock's  table.  To  the  eye  of  the  expert  in  diagram 
plotting  the  curve  thus  produced  at  once  suggests  a 
curve  of  reciprocals;  not  an  hyperbola  or  ciu^e  of 
first  power  reciprocals,  but  one  of  reciprocals  of  either 
the  square  or  the  cube  of  the  income.  Employing 
another  well-known  form  of  logarithmic  diagram,  this 
same  conclusion  is  confirmed. 

Looking  at  the  last  column  of  this  Table  I,  it  is 
seen  what  an  imjnense  variation  of  this  ''  income- 
density '^  exists.  Between  £115  and  £150  it  is  li 
million  times  greater  than  between  £10,000  and 
£50,000.  If  a  natural  law  applies  throughout,  it  can 
hardly  be  expected  that  the  coefiicients  in  the  numeri- 
cal expression  of  this  law  will  be  the  same  for  all  strata 
in  the  social  aggregate. 

To  test  the  suggested  law  of  the  reciprocal  of  the 
cube  of  the  income,  each  number  in  this  last  column 
is  multiplied  by  the  cube  of  the  average  income  in  the 
corresponding  range.  The  resulting  coefiicients  are 
placed  below  in 

TABLE  II 

TheM  deniity  eoefBdents  to  be  multlplted  by  1000  miUlon 


Range    £ 


{ 


115  100  160 
150  160  200 


Density 

Coefficient      200  168  202 


200  300  400 
300  400  700 


68  81  76 


700  2.000  3,000  5.000  10.000 
2.000  3.000  5.000  10.000  50,000 


230  204  482   658   861 


50.000 


2,330 
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It  will  be  perceived  that  this  analysis  divides  the 
whole  range  very  sharply  into  four  classes:  namely 
(1)  below  £200,  (2)  between  £200  and  £700,  (3) 
between  £700  and  £60,000,  and  (4)  above  £50,000. 

Within  each  class  the  coefficient  varies  irregularly, 
and  not  more  than  might  be  expected  for  reasons 
abready  mentioned,  especially  if  it  be  remembered 
that  the  figures  have  been  arrived  at  by  the  use  of 
false  average  incomes  applied  to  each  range. 

In  the  third  class  the  coefficient  increases  somewhat 
rapidly  from  £700  up  to  £10,000,  then  falls  equally 
rapidly.  Above  £50,000  in  the  fourth  class  it  once 
more  reaches  a  much  higher  figure  than  previously. 
From  £700  upwards  it  is  found,  in  fact,  that  the  law 
of  the  inverse  2ith  power,  instead  of  the  inverse  cube, 
produces  less  variation  of  this  density  coefficient, 
examples  being  607,  809,  862,  and  504;  but  this  varia- 
tion is  equally  erratic  in  general  character.  The 
purpose  of  the  present  paper  being  to  find  a  sure  and 
fairly  easy  method  of  income-tax  calculation,  and  the 
calculations  upon  the  2}th  power  basis  being  much 
more  difficult  than  those  on  the  3d  power  basis,  it 
has  been  decided  to  adhere  to  this  latter  and  to  sec- 
tionize  the  range  above  £700  into  three  instead  of 
two  classes. 

The  adoption  of  any  one  law  enables  one  to  cal- 
culate the  corresponding  true  average  according  to 
this  law  over  any  given  range.  For  instance,  by  a 
simple  process  of  integration,  the  law  of  the  inverse 
cube  leads  to  the  following  value  of  the  mean  income 
between  any  lower  limit  /i  of  income  and  any  other 
higher  limit  It;  namely,  mean  /^=  2IiIt/(J^  +/i). 
If  the  aggregate  of  the  incomes  between  these  limits 
be  known,  the  true  value  of  the  density  coefficient 
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for  that  range  can  also  be  directly  calculated.  This 
inverse-cube  law  gives  the  value 

Density  Coefficient  =  n  =  /1/2  S/u/C/i— /i) 

where  Xln  means  the  above  total  of  the  incomes. 
This  total  multiplied  by  both  upper  and  lower  limits 
and  divided  by  their  difference  {%.  e.  the  range)  gives 
the  coefficient.  It  should  here  be  specially  noted 
that  this  coefficient  is  not  the  number  of  persons  per 
£1  range:  this  number  of  persons  equals  the  coefficient 
divided  by  the  cube  of  the  income. 

In  the  following  Table  III  the  values  of  I^  and  of 
n  thus  calculated  from  the  totals  given  by  Mr.  Mallock 
are  placed  against  each  range  in  Mr.  Mallock's  table. 


TABLE  III 

ReCTIFUBD  AvSRAQES  and  DbNSITT   COBrFICIBNTS 


Range 

Total 
2/1. 

True 
Average 

Im 

Density 

Coefficient  n 

divided  by 

One  Thousand 

Million 

Number  of 

Income 

ReoelveTB 

£115-     150 
150-     160 
160-     200 

200-     300 
300-     400 
400-     700 

700-  2,000 

2,000-  3,000 

3,000-  5,000 

5,000-10,000 

10,000-50,000 

50,000-      10^ 

Million 

£833 

70 

250 

100 
66 
86 

207 
47 
54 
67 
40 
35 

£130.2 

154.8 
177.8 

240.0 
342.8 
509.1 

1,037 
2,400 
3,750 
6,667 
16,667 
99,500 

164 
168 
200 

60 
79 
80 

223 
282 
405 
670 
500 
1760 

2,558,000 

452,000 

1,406,000 

416,700 
192,500 
168,900 

199,600 

19,580 

14,400 

10,050 

2,400 

352 

Total 

£1,355 

•  ■•••• 

5,440,500 
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The  number  of  receivers  of  income  as  re-calculated 
from  the  corrected  average  is  placed  in  the  last  column. 
These  more  correct  averages  being  lower  than  those 
assumed  by  Mr.  Mallock,  the  number  of  such  receivers 
accounted  for  becomes  greater,  the  total  being  380,000 
more  than  in  Table  I. 

It  will  be  noted  that  the  variation  of  the  density 
coefficient  is  now  much  more  regular. 

The  most  marked  features  are  the  sudden  great 
drop  at  the  limit  £200 ;  the  equally  sudden  rise  again 
at  £700;  and  the  further  great  sudden  rise  above 
£50,000. 

There  is  little  variation  from  £700  to  £3000  ;  and 
again  no  extreme  variation  between  £3000  and 
£50,000,  there  being  in  this  range  a  moderate  rise 
followed  by  a  fall. 

The  limits  £200,  £700,  £3000,  and  £50,000  are 
therefore  taken  in  what  follows  as  dividing  the  whole 
range  into  five  classes.  The  next  table  shows  the 
coefficients  worked  out  for  these  classes  from  the  total 
incomes  included  within  them. 


TABLE  rV 
DiBTRiBTrnoN  OF  Inooms  in  Ftvk  Clasbbs 


Range 

Total 
Iln 

Average 

Density 

Coefficient 

n 

10  • 

Number  of. 

Income 
Reed  vera 

£115-     200 

20O-     700 

700-3,000 

3,000-50,000 

60,000-      10' 

Million 

£  653 

252 

254 

161 

35 

£146 

311 

1,135 

5,660 

09,500 

176.7 
70.56 
231.9 
513.9 
1,760 

4,473,000 

810,000 

223,800 

28,440 

350 

Total 

£1,355 

5,535,590 
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This  anal}rsi8  makes  the  number  of  persons  receiving 
incomes  over  £115  a  little  higher,  namely  95,000  more, 
than  the  last  more  detailed  analysis.  This  is  due  to 
the  shifting  of  the  positions  of  the  averages  employed 
in  the  calculations. 

It  may  here  be  observed  that  the  above  5}  million 
income  receivers  are  generally  reckoned  to  correspond 
to  five  times  as  many  men,  women,  and  children,  or 
27,678,000,  since  five  is  assumed  as  the  average  size 
of  a  family. 

Mr.  Mallock's  figures  go  as  low  as  £115  only  because 
he  fixed  upon  this  limit  as  that  below  which  all  persons 
should  be  completely  exempt  from  income  tax.  It  is 
impossible  that  the  law  of  inverse  cubes  should  hold 
down  to  the  lowest  standards  of  living.  It  would 
mean  the  existence  of  innumerable  hordes  of  half-  or 
three-quarters  destitute  men.  Evidently  another 
forcible  law  comes  into  play  at  these  low  levels ;  namely, 
that  it  is  impossible  to  live  inside  a  not  altogether 
savage  human  community  on  less  than  certain  minima 
of  means.  Here  it  may  be  remarked  that  a  mathe- 
matical "  frequency "  or  density  law  which  would 
more  or  less  accurately  cover  the  whole  range  including 
the  lowest  strata  of  destitution  might  be  easily  dis- 
coverable if  the  statistical  data  for  it  existed.  But 
for  the  special  purpose  of  the  present  article  this  com- 
plete law  is  unnecessary  as  it  is  impossible  or  at  least 
undesirable  to  tax  these  lowest  strata. 

It  may,  however,  be  taken  for  granted  that  the  same 
law  as  applies  between  £200  and  £115  applies  down 
to  £100.  This  is  the  limit  below  which  the  present 
paper  proposes  to  exempt  every  one  from  all  taxation 
both  direct  and  indirect.  We  round  off  the  density 
coeflScients  in  the  direction  of  safety  in  estimating 
for  income  tax,  and  take  the  upper  limit  as  ten  million 
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pounds.  The  substitution  of  this  upper  linfiit  for  in- 
finity, or  any  figure  greater  than  ten  million,  makes 
no  material  difference  in  the  calculated  result. 

These  adjustments  give  the  following  classification 
of  the  taxable  income  of  the  nation  set  forth  in 
Table  V. 

TABLE  V 
Taxable  Incomb  of  thb  Nation 


Ranee 

Total 
Income 

Income 

Denaity 

Coefficient 

10* 

Number 

of  Taxable 

Persona 

£100-      200 

200-     700 

700-3,000 

3,000-50,000 

50,000-      10^ 

Minion 

£880 

250 

252 

160 

35 

£133i 

31 U 
1,135 
5,660 
99,500 

176 

70 

230 

510 

1,760 

6,600,000 

804,000 

222,000 

28,270 

350 

Total 

£1,577 

7,654,620 

This  number  of  persons,  reckoning  each  to  represent 
a  family  of  five  accounts  for  38J  million  of  the  popu- 
lation,  leaving  some  five  million,  or  one  million  families, 
with  less  than  £100  income.  This  closely  accords 
with  the  estimate  generally  made,  the  income  being 
that  of  the  whole  family  regularly  and  irregularly 
earned. 

Before  applying  these  data  to  an  estimate  of  possible 
income  tax  revenue,  it  will  be  interesting  to  tabulate 
in  greater  detail  this  law  of  distribution  of  wealth. 
This  is  done  in  the  following  table. 
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This  table  demonstrates  very  clearly  the  importance 
in  the  levy  of  taxation  of  going  to  the  lowest  level 
that  may  be  deemed  just,  generous,  and  economically 
practicable.  Because  the  £20  range  from  £100  to 
£120  yields  1}  times  as  much  aggregate  income  as  the 
£20  range  from  £120  to  £140;  twice  as  much  as  the 
same  range  from  £140  to  £160;  and  thrice  as  much 
as  the  same  between  £180  and  £200. 

Remembering  that  an  ''  average  family  '^  consists 
of  two  adults  and  three  children  ranging  in  age  up  to 
fifteen  or  sixteen,  the  following  is  an  estimate  of  the 
minimum  cost  of  living  a  physically  and  morally 
healthy  life.  Food,  £54;  clothing,  £14;  coal  and 
firewood  and  gas,  £6;  rent,  rates,  and  water,  £15; 
fiumiture  and  household  utensils,  £3;  holidays  and 
amusements,  £4;  sickness,  accident,  and  old  age 
insurance,  £4;  total,  £100. 

This  does  not  include  the  cost  of  schooling,  now 
undertaken  by  the  State  and  paid  for  out  of  rates 
and  taxes;  nor  does  it  include  the  cost  of  any  other 
public  services,  such  as  sanitation,  roads,  police,  etc., 
except  as  included  in  rates.  It  includes  a  small  item 
for  sickness  because  hospitals  are  as  yet  only  to  a 
very  small  extent  supported  out  of  taxation  and  are 
largely  financed  by  the  voluntary  contributions  of  the 
artisan  classes;  also  a  small  item  for  old  age  because 
no  one  supposes  that  the  present  government  old  age 
pension  (five  shillings)  is  sufficient  for  the  support  of 
aged  parents. 

The  taxation  proposal  now  to  be  made  is  of  the 
'^  free  breakfast  table  ''  kind.  It  is  clear  that  for  the 
physical  and  moral  welfare  of  the  nation,  it  is  not 
advisable  to  lay  any  compulsory  taxes  upon  those 
whose  income  per  family  of  five  is  below  £100:  espe- 
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cially  when,  as  now,  the  tenn  '^  taxation  "  is  taken 
as  excluding  "  rates,"  So  long  as  "  indirect ''  taxa- 
tion is  maintained  as  a  means  of  compelling  the  poor 
to  contribute  to  state  revenue,  it  may  be  easily  demon- 
strable that  it  is  most  economically  levied  upon  tea, 
coffee,  and  sugar.  But  for  that  very  reason,  it  seems 
clear  that  indirect  taxation  ought  not  to  be  relied 
upon  for  this  purpose,  because  it  is  undeniably  both 
unjust  and  cruel  to  increase  forcibly  the  prices  of 
what  are  real  necessaries  of  modem  life  to  the  women 
and  children  of  the  very  poor.  There  is  no  such  argu- 
ment for  abandoning  indirect  taxation  of  the  luxuries 
of  either  poor  or  rich,  such  as  wines,  spirits,  and  tobacco. 

Excluding  these  taxes  upon  luxuries,  and  the  stamp 
and  other  like  duties,  the  remainder  of  our  present 
indirect  taxation  yields  a  revenue  of  roughly  thirty 
million  pounds,  and  the  income  tax  roughly  another 
thirty  million.  It  is  proposed  to  raise  the  whole  of 
these  sixty  millions  by  a  graduated  income  tax  upon 
those  having  over  £100  income  per  family.  To  go 
below  this  limit  interferes  with  the  possibility  of  physi- 
cal and  moral  welfare,  and  is  therefore  unjust  and  in- 
expedient. So  far  as  those  with  less  than  this  income 
insist  upon  spending  part  of  it  upon  taxed  luxuries, 
the  influence  of  taxation  in  restricting  such  expenditure 
is  both  just  and  also  very  desirable. 

A  practically  perfect  graduation  of  income  tax  may 
be  expressed  algebraically  by  the  formula 

M  X  Income 


Rate  of  Tax  == 


Ha]f  Limit  plus  Income 
MI 


or  1  = 


H  +  I 

where  what  is  meant  by  H,  or  "  Half  limit,"  is  that 
income  at  which  the  rate  becomes  halS  the  idtimate 
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rate  which  is  not  quite  reached  even  with  mvUirmiMon" 
aireSy  and  where  M  means  this  vUimate  rate  slightly 
above  that  imposed  upon  multi-millionaires. 

li  the  Half  limit  be  placed  at  £3000,  Table  V  shows 
that  this  is  just  at  the  top  of  what  may  be  called  the 
rich  middle  class.  It  is  not,  of  course,  pretended  that 
there  are  any  perfectly  sharp  lines  of  demarcation 
between  the  five  classes  of  Table  V.  Probably  they 
overlap  each  other  considerably.  But  the  strikingly 
large  differences  discovered  in  the  ''density-coefficients" 
proves  the  real  existence  of  six  main  classes  in  our 
society:  (1)  the  very  poor  under  £100;  (2)  the  "  arti 
san  "  up  to  £200;  (3)  the  poor  middle  class  up  to 
£700;  (4)  the  rich  middle  class  up  to  £3000;  (5)  the 
very  rich  up  to  £50,000;  and  (6)  the  millionaires,  so 
called  because  each  enjoys  as  income  a  considerable 
fraction  of  a  million  pounds,  their  average  being  one 
tenth  of  one  million.  The  Half  Limit  £3000  makes 
the  rate  of  tax  for  £750  equal  to  750/3750  =  i  of 
the  ultimate  rate;  so  that,  for  example,  if  the  ultimate 
rate  Af  «  25  per  cent  or  5s.  per  £1,  that  for  £750 
would  be  Is.  This  £750  is  just  well  clear  of  the 
somewhat  unfortunate  lower  middle  class  who  reach 
up  to  £700,  and  who  cannot  avoid  many  social  ex- 
penses rather  disproportionate  to  their  means. 

The  ultimate  rate  M  has  to  be  fixed  from  year  to 
year  by  the  Chancellor  of  the  Exchequer  in  proportion 
to  the  needs  of  the  revenue.  It  can  be  varied  in  more 
or  less  exact  proportion  to  these  needs.  The  revenue 
levied  upon  each  class  and  upon  each  individual  varies 
with  M  in  the  same  proportion  for  all;  and  the  total 
state  revenue  yielded  from  income  tax  varies  in  the 
same  proportion. 

It  has  already  been  noted  that  ordinary  integration 
from  the  law  of  inverse  cubes  gives  the  aggregate 
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income  between  the  limits  /i  and  It  equal  to  Z  /u  -^ 
n(/i— /i)//i/i  for  a  constant  value  of  the  density  co- 
efficient n  between  these  limits.  For  the  whole  of 
any  one  class  throughout  which  a  uniform  value  of 
n  ruleS;  a  similar  integration  shows  that  the  applica- 
tion of  an  income  tax  graduated  in  the  above  explained 
manner  yields  a  revenue,^ 
Income  tax  revenue  between  limits  /i  and  It  equals: 

2.3026^  log.    \^A±IAh\. 

Table  VII  contains  the  result  of  applying  this  for- 
mula to  the  five  classes  already  particularized  for 
two  examples  of  the  value  of  M,  namely  twenty  and 
twenty-five  per  cent. 

TABLE  VII 

Graduated  Incomb  Tax  Reybnub,  with  Ui/timatb  Rate 

20  and  25  pbb  cent. 


CUuBlJintto 
of  Income 

Denalty 

CooflBclent 

10» 

Aggregate 

Claas 

Income 

Icoome  Tax 

Revenue 

M  -20% 

Inoome  Tax 

Revenue 

AT -26% 

£100-     200 

200-     700 

700-3,000 

3,000-50,000 

60,000-       10^ 

176 

70 

230 

510 

1,760 

Million 

£880 

250 

252 

160 

35 

£7,762,000 

5,206,000 

14,902,000 

21,586,000 

6,802,000 

£9,702,000 

6,507,000 

18,628,000 

26,983,000 

8,503,000 

Total 

£1,577  X10» 

£56,258,000 

£70,323,000 

>  The  factor  2.8026  appears  here  In  conaequence  of  the  fonnula  being  adapted  for 
use  with  common  decimal  logarithms  Instead  of  **  natural  "  or  "Naperlan  "  logarithms. 
With  H  -  £3000  and  Af  -  26  per  cent  this  becomes 


0.1919 
1000 


I  (80004-/,)/,  I 
I  (3000+/s)/i'f 
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The  value  of  the  Ultimate  Rate  M  which  would 
yield  approximately  sixty  millions  revenue  is  21.33  per 
cent.  The  average  rate  upon  1577  million  pounds 
that  would  yield  sixty  millions  is  3.8  per  cent. 

If  the  Half  Limit  H  were  made  less  than  £3000, 
the  general  effect  would  be  to  levy  a  proportionately 
larger  share  of  the  total  burden  from  the  poorer  classes. 
To  appreciate  in  more  precise  manner  the  effect  upon 
Total  Income  Tax  Revenue  of  varying  H,  the  simplest 
theoretic  possibility  may  be  assumed  by  way  of  illus- 
tration: namely;  that  the  whole  range  from  £100  to 
ten  million  pounds  is  governed  by  one  and  the  same 
uniform  density  coefficient.  If  then  we  use  Q  as 
contraction  for 

2:3026  iH  +  lOO^^,) 

H        "^      \h  +  W        j 

,    2.3026,        f  H  ^.\ 
=  very  nearly  — —  logio  Vjqq+  1/ 

We  have 

Aggregate  Income  Tax  Revenue  ~  Af  n  Q. 

The  following  Table  VIII  gives  the  values  of  the 
function  Q  between  these  limits  100  and  ten  million 
for  values  of  jff  up  to  10,000.  For  arithmetical  con- 
venience the  values  of  Q  are  given  as  multiplied  by 
one  million. 

TABLE  vni 

Aggbbgatb  Incomb  Tax  Revenue  "  MnQ 


£  H 
OXIO* 


1,000     2,000     3,000  4,000   5,000  6,000   8,000    10,000 
2,397.9  1,522.0  1,144.5   928.3   786.2  685.0   549.2     461.4 


232  QUARTERLY  JOURNAL  OF  ECONOMICS 

To  give  the  aggregate  income  of  1355  million  pounds 
between  limits  £115  and  ten  million  pounds  as  found 
by  Mr.  Mallock,  the  appropriate  uniform  Density  CJo- 
efficient  is  155,800  million.  This  multiplied  by  the 
above  gives 

TABLE  IX 

Agobbqatb  Incomb  Tax  Revenue  fob  Unifobm  n  »  1553  x  10^. 
MiiiUON  £8  TO  BE  Mni;nFLiED  BT  Ui/nMATB  Rate  M 


H  £ 


1,000    2,000    3,000    4,000    5,000    6,000    8,000    10,000 
373.6    237.1    178.3    144.6    122.5    106.7    85.57      71.88 


Thus  if  the  Ultimate  Rate  were  20  per  cent,  the  total 
yield  would  be  74.72  million  pounds  with  Half  limit 
£1000;  but  only  35.66  million,  or  less  than  half  as 
much,  with  Half  Limit  placed  at  £3000;  and  no  more 
than  24}  million  if  it  were  placed  at  £5000. 

This  table  is  given  only  to  illustrate  the  broad  effect 
of  changing  the  Half  Limit.  We  have  found  above 
that  the  Density  Coefficient  is  actually  very  far  from 
being  constant,  and  its  changes  from  class  to  class 
result  in  very  materially  different  proportions  than 
those  shown  here  in  Table  IX. 

To  show  how  the  rate  of  the  tax  imposed  increases 
with  the  income  in  the  most  general  manner  the  fol- 
lowing Table  X  is  given,  where  the  ratio  of  the  tax- 
rate  on  any  income  to  the  Ultimate  Rate  is  codrdinated 
with  the  ratio  of  the  corresponding  income  to  the 
Half  Limit  income.  That  is,  i/M  is  codrdinated  with 
I/H. 
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TABLE  X 


i/M 

M/a 

.03 
.0300 

.04 
.0416 

.06 
.0626 

.06 
.0638 

.07 
.0763 

.08 
.0870 

.09 
.0990 

.10 
.1111 

.11 
.1236 

.12 
.1363 

.18 
.1496 

i/M 
i/U 

.14 
.1628 

.16 
.1764 

.16 
.1904 

.17 
.2046 

.18 
.2196 

.19 
.2346 

.2 
.2500 

.21 
.2668 

.22 
.2821 

.28 

.2987 

.24 
.8168 

i/M 

i/a 

.25 
.8333 

^6 
.3708 

.8 
.4286 

.826 
.4816 

.86 
.6386 

.376 
.6 

.4 
.6667 

.426 
.7391 

.46 
.8182 

.476 
.9048 

.6 

1 

i/M 
i/H 

.626 
1.106 

.66 
1.222 

.676 
1.863 

.6 
1.6 

.626 
1.667 

.66 
1.867 

.676 
2.077 

.7 
2.333 

.726 
2.636 

.76 
8 

i/M 
i/B 

.776 
8.444 

.8     .826   .86 
4  4.714  6.667 

.876 

7 

.0       .926     .96     .976 
9        12i       19      89 

.98 
49 

.986 
66} 

.99 
99 

.996 
190 

To  illustrate  this  graduation  further;  the  next 
Table  XI  gives  its  results  if  the  Half  Limit  be  £3000 
and  the  Ultimate  Rate  20  per  cent. 


TABLE  XI 

>  £3000  :  Af  »  .2 


100 
.0064 

120     140     160     180     200     250     300     400     500 
.0077  .0089  .0101  .0113  .0125  .0154  .0182  .0235  .0286 

600 
.0333 

700       800    1,000    1,250      1,500      1,750      2,000 
.0378    .0421     .0500    .0588      .0667      .0716      .0800 

3,000 
.1000 

4,000    5,000    6,000    7,000      8,000      9,000    10,000 
.1143    .1250    .1330    .1400      .1454      .1500      .1538 

15,000  20,000  30,000  40,000  50,000  100,000  200,000  500,000 
.1667    .1739    .1818    .1860    .1887      .1942      .1970      .1988 

If  the  Half  Limit  H  were  well  chosen  at  any  one 
date,  there  would  be  no  rational  ground  for  chajiging 
it  for  a  long  period;  not  until  the  general  condition 
of  society  and  the  financial  relations  between  the 
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various  classes  of  society  had  undergone  substantial 
change. 

It  is  nevertheless  of  interest  to  inquire  what  effect 
change  in  H  has  upon  an  individud  income  tax  at 
any  given  level  of  income.  From  the  remarks  already 
made  it  is  clear  that  lessening  H  means  a  larger  total 
revenue  from  taxes  with  any  given  ultimate  rate  M, 
and  also  means  raising  the  ratio  of  the  tax-rate  on 
any  income  /  to  this  Ultimate  Rate  M  throughout 
the  whole  scale  of  /.  But  it  raises  it  in  different  pro- 
portions at  different  parts  of  the  scale;  relatively  less 
at  the  top  and  relatively  less  at  the  bottom.  And 
since  only  a  definite  prescribed  revenue  is  required, 
such  lowering  of  H  would  permit  of  lowering  M 
also.  Does  the  decrease  of  M  compensate  for  the  in- 
crease of  proportion  of  i  to  M;  or  when  does  it  do  so 
and  when  the  reverse  ? 

Let  the  prescribed  revenue  required  be  called  R. 
Then  the  formula  already  given  shows  that  the  needful 
Ultimate  Rate  M  =  R/nQ.  Now  on  any  income  / 
the  tax  is  levied  at  the  rate 

--/('+f)-!/(«+f)- 

Reference  to  Table  VIII  shows  that  increase  of  H 
decreases  Q  but  increases  QH.  If  the  decrease  of 
Q  be  greater  than  the  increase  of  QH/Ij  then  the 
increase  of  H  will  also  increase  i.  Now  the  increase 
of  QH/I  is  inversely  proportional  to  7.  So  that  for 
/  greater  than  a  certain  limit,  the  negative  change 
in  Q  must  be  greater  than  the  positive  change  in 
QH/I,  and  the  effect  is  to  increase  i.  For  incomes 
below  this  limit  increase  in  H  will  decrease  i. 

This  result  is  worthy  of  careful  observation.  A 
numerical  illustration  will  make  it  clearer.    Compare 
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H  »  1000  with  H  »  2000  at  the  two  mcome  levels 
£500  and  £2000.  Taking  the  figures  for  Q  from 
Table  VIII,  we  find:  — 

For  /  -     £000  with  H  -  1.000;  t  -  -/(2,808  +4.796)10*  -  -/7,104  X  10*; 

n  n 

D  J2 

For  /  -     £500  with  H  -  2,000;  t  -  -/(1.622  +  6.068)10*  -  -/7,610  X  10*; 

n  n 

For  /  -  £2,000  with  H  -  1.000;  t  -  -/(2.388  +  1.100)10*  -  -/8,807  X  10*; 

n  A 

For  /  -  £2.000  with  H  -  2.000;  i  -  -/(1,622  +  1.622)10*  -  -/3,044  X  10*. 

n  A 

At  the  lower  income  £500  the  change  from  Half 
limit  £1000  to  £2000  has  decreased  i  by  5}  per  cent. 
At  the  higher  income  £2000  the  same  change  has 
increased  t  by  11.8  per  cent. 

By  applying  the  ordinary  rules  of  differentiation 
to  this  problem,  it  may  be  proved  that  increase  of  H 
produces  increase  of  i  when  /  is  so  great  as  to  make 

fr/71essthan  i  (l +129^  log  (l+A)-l  I  . 

Here  the  natural  or  Naperian  logarithm  is  used,  and, 
if  the  decimal  logarithm  be  used,  then  the  logarithm 
on  the  right-hand  side  of  the  equation  must  be  mul- 
tiplied by  2,3. 

For  all  incomes  less  than  this  limit,  the  rate  i  is 
lessened  by  increase  of  H. 

Take  as  example  H  »  £3000;  then  the  right-hand 
side  of  the  above  equals  1^  log  31  —  1  =  2.548,  and 
for  incomes  greater  than  3,000/2.548  -  £1177,  an 
increase  of  H  above  £3000  increases  the  income  tax, 
while  for  incomes  less  than  this  such  increase  of  H 
diminishes  the  tax  on  individuals.  These  limits  are 
for 

H  «  £    1,000  2,000  3,000  4,000  5,000  6,000  8,000  10,000 
Limit  «  £       050     910  1,177  1,425  1,661  1,887  2,319    2,731 
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One  other  point  as  regards  graduation  of  income 
tax  is  worthy  of  careful  consideration.  At  present 
the  successively  higher  rates  rise  by  sudden  steps  of 
large  magnitude.  The  result  is  that  anywhere  near 
each  limit  where  the  rate  steps  upwards  there  is  an 
almost  irresistible  temptation  to  understate  one's 
income,  because  the  man  just  £1  under  the  limit  is 
very  largely  better  oflf  —  is  left  with  a  larger  remainder 
after  payment  of  the  tax  —  than  he  who  is  just  £1 
over  the  limit.  This  is  a  ridiculously  unjust  result. 
Probably  a  stepped  schedule  of  rates  is  a  practical 
necessity  for  the  revenue  office.  It  should  be  accom- 
panied by  a  schedule  of  steps  of  income,  differences 
less  than  such  steps  of  income  being  ignored  by  the 
surveyors:  an  excess  of  income  above  each  limit  less 
than  the  step  being  exempt  from  tax. 

If  at  any  limit  in  such  a  stepped  schedule  the  tax 
rate  be  i  and  the  succeeding  step  be  At;  that  is,  the 
next  scheduled  rate  be  i  +  At;  while  the  income  is  / 
and  the  income  step  not  subject  to  tax  be  A/;  then 
those  that  pay  on  an  income  /  +A/  at  the  rate  t  +  At, 
will  be  left  no  worse  off  than  those  that  pay  on  /  at 
the  rate  i,  if  \I  +  A/}  {1  —  i  —  A  i}  be  greater  than 
/(I  — i).  Omitting  minute  quantities,  this  means  that 
the  income  increment  which  should  be  ignored  in  re- 
spect of  tax,  ought  to  be 

A I  greater  than .  A  i. 

1—  i 

The  steps  A  i  in  the  rate  should  be  as  small  as  may 
be  considered  convenient  for  revenue  office  calcula- 
tion, and  the  steps  of  ignored  income  adjusted  accord- 
ing to  this  formula. 

Thus  if  on  income  £750  the  tax  be  5  per  cent,  and  if 
the  next  higher  scheduled  rate  be  .052 ;  then  A  i  =  .002, 
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and  on  A  1  =  —  X  .002  =  £1,58  =say  £1, 128.  Od.  no 

.95 

tax  should  be  charged.    But  if  the  rate  were  stepped 

7^n 
from  .05  to  .055,  then  irl:  x  .005  =  £3.95,  or  say  £4, 

.95 

should  be  exempt. 

Again  if  at  /  «  £4,500,  the  rate  be  i  ==  .15  and  the 

next  higher  rate  be  .152,  then  any  excess  above  £4500 

up  to  A  J  =  ^!^  X.002  =  £10,12«.0d  should  beex- 

.85 

empt.    That  is  to  say  that  the  man  whose  income 

is  £4510  should  be  taxed  at  the  rate  .152  upon  £4500 

only. 

Many  persons  prefer  the  system  of  "  abatements  " 

or  "  allowances  "  upon  the  income  taxed  rather  than 

graduation  of  rate  of  tax.    Any  continuous  formula 

for  graduation  of  rate  may  be  alternatively  expressed 

as  one  for  ''  abatement "  of  income  to  be  taxed  at  a 

uniform  rate.     The  rule  here  recommended,  namely, 

Rate  of  Tax  equals  M I/{H+I)  is  easily  seen  to  be 

equivalent   to  an   abatement  equal  to   HI/{H+I) 

on  the  income  7,  the  remainder  to  be  taxed  at  the  full 

rate  M.    This  is  perhaps  a  more  soothing  manner  of 

expressing  the  formula,  especially  as  the  magnitude 

of  the  abatement  always  rises  with  the  income,  instead 

of  decreasing  as   our  present   cliunsy  schedules   of 

abatements  make  it.    But  it  rises,  of  course,  at  a 

decreasing  rate:    the  rate  at  which  it  rises  with  the 

income    itself    is    the   square   of    H/{H+I).     The 

amount  of  the  tax  to  be  paid  on  any  income  /  is 

-W/Cl  — )•     When    the   income   equals    the 

''  Half  limit,"  the  abatement  equals  half  the  income. 

Finally  it  may  be  pointed  out  that  if,  in  order  to 
encourage  the  now  growingly  impopular  institution 
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of  marriapge,  the  total  income  of  a  man  and  his  wife 
were  to  be  reckoned  for  taxation  purposes  as  two 
equal  incomes  of  two  persons,  then  the  limit  below 
which  incomes  were  exempt  from  taxation  would  need 
to  be  reduced  from  £100  to  £50  and  besides  this  either 
M  would  need  to  be  raised  or  H  diminished  in  order 
to  realize  the  same  total  revenue. 

Robert  H.  Smfth. 

Loin>ON,  England. 
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In  dealing  with  origins  the  writers  of  economic  and 
historical  subjects  are  wont  to  proceed  from  the  data 
of  the  philologist,  tacitly  assuming  that  the  science 
of  words  is  based  on  immutable  foundations  and  that 
they  cannot  take  upon  themselves  the  responsibility 
of  an  empiric  investigation  where  etymology  has  once 
for  all  determined  the  facts  by  philosophic  deductions 
and  mechanical  laws.  But,  by  making  light  of  the 
chronological  element  and  by  creating  the  somewhat 
arbitrary  divisions  of  families  of  languages,  philology 
is  led  to  underrate  the  importance  of  the  great  trade 
routes,   the  geographic  advance  of  civilization,  the 

330 
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constant  and  endless  interaction  of  custom,  tale,  and 
invention,  which  run  counter  to  the  families  of  lan- 
guages and  know  not  of  individual  tongues;  and  hence 
it  has  not  furnished  the  proper  material  for  the  history 
of  the  economic  development  and  cannot  serve  as  a 
check  on  the  historic  method. 

Philological  activity  has  reduced  itself  to  a  number 
of  specialized  fields  which,  tho  useful  from  the  stand- 
point of  mere  classification,  are  contrary  to  historic 
facts.  We  may  speak  of  Germanic,  Romance,  Classi- 
cal, Indo-Germanic  languages,  but  these  subdivisions 
exclude  conditions  which  find  no  place  in  the  narrowed 
compass  and,  on  the  other  hand,  accentuate  resem- 
blances which  are  either  accidental  or  have  entered 
from  without.  There  never  was  a  Germanic,  or 
Indo-Germanic,  or  Romance  community  or  civiliza- 
tion. The  historic  evolution  of  Spain  is  quite  differ- 
ent from  that  of  Italy  or  Roumania,  and  there  never 
was  a  time  when  the  linguistic  stock  of  these  three 
was  one  and  imdivided.  From  the  very  start  there 
were  enormous  differences,  and  if  we  proceed  from 
the  common  Latin,  we  no  longer  have  the  substratum 
of  Spain,  Italy,  or  Roumania,  but  only  a  faint  back- 
ground on  which  the  Iberian  and  Goth,  Roman  and 
Langobard,  Dacian  and  Slav,  have  independently 
evolved  themselves;  and  an  entirely  unrelated  lan- 
guage, such  as  Hungarian,  may  as  much  represent 
the  influence  of  the  Roman  civilization  as  does  Latin 
Roumanian. 

What  has  happened  within  historic  times  hap- 
pened in  prehistoric.  Through  the  mixture  of  an 
original  Indo-Germanic  language  at  very  different 
periods  with  very  different  linguistic  stocks  have 
arisen  the  many  tongues  which,  by  courtesy,  we  still 
denominate  Indo-Germanic,  even  as,  by  discourtesy, 
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an  octoroon,  who  has  but  one-eighth  of  negro  blood 
in  him,  is  called  a  negro.  Hence  it  is  absurd  to 
predicate  an  Indo-Germanic  or  even  a  Germanic 
civilization,  any  more  than  one  would  think  of  estab- 
lishing an  "  Urgeschichte  "  of  Romance.  It  is  only 
because  the  former  are  removed  from  documentary 
control  that  philologists  have  ventured  on  voluminous 
"  Prehistoric  Histories,''  while  their  statements  in 
regard  to  historic  times  upon  proper  investigation  as 
often  prove  wrong  as  right. 

Philology  cannot  dissociate  itself  from  the  history 
of  civilization  in  the  treatment  of  the  origin  of  words, 
for  words  are  carried  along  roads  of  communication 
with  the  things  which  they  represent,  and  it  is  idle 
to  speculate  on  any  prehistoric  history  until  all  the 
roads  of  communication  have  been  traced  and  mapped 
out.  These  prehistoric  histories  base  their  conclu- 
sions on  the  universality  of  certain  words  in  a  linguistic 
group,  but  this  is  no  more  indicative  of  the  presence 
of  the  things  represented  by  these  words  in  the  original 
stock  from  which  the  group  is  derived  than  the  uni- 
versal use  of  the  word  "  automobile "  is  indicative 
that  the  aborigines  of  Europe  had  invented  this 
machine,  just  as  the  absence  of  a  common  word  for 
"  hand  ''  cannot  lead  to  the  conclusion  that  the  Indo- 
Germanic  primitive  man  had  not  yet  emerged  from 
the  quadruped  stage. 

I  will  illustrate  the  topsy-turviness  of  the  philo- 
logical method,  as  commonly  practised,*  by  a  few  words 
of  economic  import  which  have,  like  all  such  words, 
emanated  from  great  trade  centers  and  have  travelled 
along  the  customary  trade  routes,  with  little  heed  to 
linguistic    affinities.    The   name    of   such    words    is 

>  The  pvbtleation  of  a  new  pertodleal,  WArter  nnd  Saehan,  by  Meilnter»  Mqr«^ 
LQbke*  and  othen,  la  a  ray  of  light  In  a  field  of  darkness. 
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legion,  but  the  few  treated  here  will  suffice  to  indicate 
the  path  along  which  philology  must  walk,  if  it  is 
to  save  itself  from  inanity,  and  to  accentuate  the 
close  union  which  must  subsist  between  philology 
and  economic  history.  The  two  are  inseparable 
wherever  they  overlap. 

Relations  with  China 

Schrader  *  gives  a  list  of  names  for  "  steel  "  related 
to  Persian  piUad;  Sjrriac,  pJd;  Kurdish,  pito,  pola, 
pidad;  Pehlevi,  pdUhvai;  Armenian,  polovai;  Turk- 
ish, pala;  Russian,  bulat;  Mizdzhegan,  polad,  bolat; 
Mongolian,  holoty  buldiy  buridt.  He  is  unable  to  sug- 
gest an  origin  for  these  words.  Fr.  Miiller  *  pointed 
out  that  the  Pehlevi  and  Armenian  should  be  polar 
pat  and  suggested  Greek  mkwmraiy  much-beaten,  as 
the  original  word.  A  number  of  mistakes  were  thus 
committed.  In  the  first  place,  it  was  not  right  to 
limit  the  words  to  their  Indo-Germanic  form  and, 
therefore,  suggest  a  Greek  root-word.  Secondly, 
wakvinLTai  could  uot  undcT  any  conditions  be  con- 
nected with  steel,  because  steel  is  the  result  of  the 
carbonization  of  iron,  and  the  much-beating  is  later 
applied  to  it  as  much  as  to  copper,  iron,  gold,  etc.; 
and,  chiefly,  because  there  is  not  a  particle  of  evidence 
that  the  Greeks  ever  used  the  word  as  a  designation 
for  steel.  Thirdly,  not  all  the  countries  of  Asia  had 
been  exhausted  in  search  for  similar  names,  and  so 
the  possible  center  of  issue  was  dislocated.  For, 
by  adding  Tibetan  p^olad,  Sulu  bcUan,  Tagalog  pa- 
talim,  Ilocano  pdslip,  we  at  once  see  that  the  origin 
of  the  word  may  lie  further  to  the  east.    Naturally 

*■  SprmdivergleiohuDg  und  Urceflohlohte,  Jena,  1883,  p.  287. 

*  Wiener  Zeitoohilft  fQr  die  Kunde  dee  Morfenlandei,  vol.  ▼,  p.  186. 
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one  thinks  of  China  as  the  possible  point  of  issue, 
for  there  steel  was  known  in  the  third  millenium 
before  our  era  and  we  have  the  positive  reference 
to  steel  in  a  Chinese  writer  of  the  fifth  century  B.C.* 
However,  a  perusal  of  the  Chinese  dictionary  fails 
to  furnish  the  word  needed,  for  kang  cannot  lie  at 
the  foundation  of  piU&d.  The  difiGiculty  is  at  once 
removed  by  inquiring  into  the  chief  use  of  steel  in 
China.  We  learn  that  the  most  important  article 
made  from  it  is  the  flintsteel,  which  ''  every  China- 
man, as  a  true  Mongol,  always  carries  with  him."  ^ 
Now  flintsteel  is  in  Chinese  hwo4ien,  in  the  Cantonese 
dialect  fo-lim,  literally  "  fire-sickle."  The  ancient 
pronimciation  can  only  be  guessed  at.  Tho  given 
as  ho4iemy  honliem,  hwo-liemf  the  final  consonant  may 
have  been  less  sonant  and  understood  by  hearers 
as  a  b  or  p,  hence,  while  this  f(hlim  is  rendered  in 
Tagalog  as  patalimy  in  Sulu  as  bdlan,  Ilocano  gives 
it  as  pdslip.  The  variant  rendering  of  the  first  part 
is  due  to  the  wide,  open  pronimciation  of /o. 

I  have  no  hesitancy  in  adding  Greek  x^wifj  xo^v^&ov, 
steel,  to  this  group.  The  assumption,  already 
expressed  by  the  Greeks,  that  x^^W  was  so  called 
from  the  XoXv^cs,  the  nation  near  the  Pontus,  who 
mined  iron  and  from  whom  the  iron  for  their  steel 
was  obtained,  only  indicates  an  attempt  to  explain 
the  origin  of  the  word,  in  the  light  of  the  fact  that 
their  iron  was  received  from  the  East,  or,  what  is 
also  probable,  the  name  of  the  Eastern  nation  from 
whom  they  received  their  iron  was  so  changed  as 
to  bring  it  in  harmony  with  the  x^W>  which  origi- 
nally was  derived  from  China,  even  as  the  Greeks 

>  L.  Beek,  Dto  G«8ehiohte  dei^Elaeiis,  Braunschweig,  1884,  vol.  1,  p.  204  ff. 
*  IbkL.  p.  399. 
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named  the  Chinese  S^pes,  from  oT/p,  the  silk-worm, 
which  is  from  Chinese  sze,  silk.  That  the  inhabitants 
of  the  Philippine  Islands  and  the  Mongols  should 
have  derived  their  flintsteel  from  China  is  natm'al 
enough;  and,  indeed,  life  in  the  Mongolian  steppes 
would  have  been  impossible  without  this  manner 
of  striking  fire,  which  had  been  in  practice  in  China 
since  the  most  remote  antiquity,  because  of  the  absence 
of  firewood.  But  it  does  not  follow  that  all  the  words 
adduced  by  Schrader  are  directly  to  be  derived  from 
the  Chinese.  The  Armenian  and  Pehlevi  polapai  go 
back  to  the  ninth  century  and  are  older  than  puldd, 
or  rather  fuldd,  the  Persian  form,  to  which  most  of 
the  derivatives  are  related.  The  steel  from  Khoras- 
san  was  famous  in  the  Middle  Ages,  and  it  is,  therefore, 
possible  that  the  Mongolian  and  Tibetan  words  are 
formed  from  the  Persian,  but  the  Armenian  and 
Pehlevi  words,  which  may  go  back  to  an  older  folaptf 
bear  such  a  striking  resemblance  to  Greek  x^^^P^^ 
that  it  is  difficult  without  more  evidence  to  say  whether 
the  Greeks  derived  the  word  from  the  immediate 
East  or  vice  versa.  At  the  same  time  Greek  x^vfi- 
in  pronunciation  so  much  resembles  Old-Chinese 
ha-liem  that  one  feels  inclined  to  assign  to  it  a  priority. 
Judgment  must  here  be  suspended  until  the  investi- 
gation by  sinologues  may  cast  some  new  light  on  the 
early  relations  of  China  with  the  West.* 

Meanwhile  I  shall  attempt  to  trace  a  few  more 
commercial  products  to  China.  The  steelyard  and 
balance  had  been  in  use  in  China  milleniums  ago, 

>  There  Is  nothing  new  in  the  Aesumptlon  of  Greek  relatione  with  China.  Thegr 
have  been  pointed  out  by  A.  Gladisch  (Die  Hjrperboreer  und  die  alten  Schineeen, 
Leipxls,  1866)  and  Hepke  (Die  kuItUTBeechiohtlichen  Beiiehungen  der  alten  Chineaen 
und  der  HeUenen,  In  Verhandlungen  der  Gesellsehaft  fQr  Erdkunde  su  Berlin,  vol. 
vl,  pp.  171-186),  and  B.  Laufer  (Die  Sage  von  den  goldgrabenden  Ameieen,  In  Tounc 
Pao,  86rie  II,  vol.  Iz,  pp.  429-452)  has  shown  that  the  gold-^ligging  ants  of  Herodotiu 
are  not  a  mere  msrth,  but  point  to  a  commercial  relation  between  Qreeoe  and  the 
extreme  East. 
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but  unfortunately  I  know  of  no  treatment  by  modem 
writers  which  would  explain  the  use  of  the  various 
weighing  machines  mentioned  in  the  Chinese  dic- 
tionaries. Such  a  treatise,  I  am  sure,  would  clear 
up  many  complex  problems  of  mediaeval  European 
trade.  What  I  offer  here  is  only  tentative ,  a  mere 
exposition  of  method,  and  not  a  final  solution.  The 
Chinese  name  for  the  balance  is  teen-ping j  which  appears 
in  Annamese  thien-binh,  Japanese  tempin,  tembin, 
Malay  and  Sulu  timbdng,  Tagalog  timbang;  that  is, 
it  is  known  to  the  whole  extreme  East.  The  Anna- 
mese has  also  the  form  can-thang-bang,  generally 
applied  to  the  steelyard,  where  can  is  identical  with 
Chinese  kin^  a  utensil  for  determining  the  weight 
of  a  thing,  thang  is  Chinese  t&ng,  small  steelyard  for 
weighing  money,  bang  is  the  same  as  Chinese  ping  in 
Uenrping.  An  older  shorter  canrihang  must  be  as- 
sumed by  the  side  of  Chinese  le-t&ngf  a  balance  for 
weighing  money,  and  this  is  unquestionably  the 
origin  of  Hindustani  kdnta,  small  goldsmith's  scale. 
This  Hind,  kdntd  cannot  be  derived  from  Arab,  qantdr, 
on  account  of  the  difference  in  spelling,  and  Arab. 
Turk,  qantdr  (Greek  icavra^c,  Albanian  kandar,  the 
large  steelyard)  has  apparently  arisen  from  a  con- 
fusion of  the  Eastern  term  with  Low  Latin  centena- 
rium,  Greek  Ktrravapiay  a  hundredweight.^     There  is  in 

>  There  Are  other  Arablo  words  whloh  are  ultimately  derived  from  Ghinese.  One 
of  the  most  Important  Arable  words  Introduced  Into  mediaeval  trade  la  MWMar,  broker, 
■eneraOy  known  In  the  Italicised  form  mum/.  It  has  been  pointed  out  that  this 
Arabic  word  Is  ortdnaUy  Persian,  but  It  cannot  be  e3q;>]alned  from  any  Persian  root- 
word.  Besides,  we  have  no  record  of  any  advanced  commercial  enterprise  originating 
In  Persia,  which  only  acted  as  an  Intermediary  between  the  East  and  West.  This 
Persian  samsor  Is  nothing  but  Chinese  dkin^dkt,  broker,  from  ching  O^ing)*  n  person 
through  whose  hands  an  affair  passes  and  ehi  {kt),  to  record.  The  Arabs  began  to 
tnde  with  China  In  the  beginning  of  the  seventh  century  (A.  von  Kremer,  Culturge- 
sehlehte  dm  Orients  unter  den  Challfen,  Wlen,  1877,  vol.  11,  p.  280),  hence  it  Is  not 
unlikely  that  many  Arabic  words  of  Chinese  origin  were  directly  derived  from  China. 
On  the  relations  between  the  Arabs  and  the  Chinese,  see  E.  Bretsohnelder,  On  the 
Knowledge  Possessed  by  the  Ancient  Chinese  of  the  Arabs  and  Arabian  Cobnles,  and 
other  Western  Countries,  Mentioned  In  Chinese  Books,  London,  1871. 
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Chinese  an  older  name  for  the  steelyard^  the  classical 
keuertrh&ngy  from  keueUy  poise,  and  MnQj  the  beam 
placed  transversely,  and  a  later  one,  heng  ping,  which 
in  the  older  pronmiciation  sounded  very  nearly  keng- 
pang.  One  of  these  forms  is  responsible  for  Persian 
kapdUf  whence  it  was  taken  into  Arabic  qabbdn, 
steelyard,  and  Greek  icofMravos,  steelyard,  which  is  for 
the  first  time  mentioned  in  the  fourth  century.  It 
thus  seems  that  the  oldest  dissemination  of  the  word 
and  thing  was  by  the  way  of  Persia,  a  somewhat 
later  one  by  the  way  of  India,  and  a  more  modem 
one  in  the  extreme  East. 

That  silk  and  silk  wares  were  exported  from  Asia 
to  Europe  and  that  the  Chinese  traded  with  the 
West  at  least  1000  B.C.  are  well-established  facts, 
and  it  can  be  shown  that  at  least  one  product  of  the 
European  looms  of  the  twelfth  century  originated  — 
who  knows  how  far  back  ?  —  in  Central  Asia,  whither 
it  was  at  a  still  earlier  date  brought  from  China. 
In  the  Middle  Ages  there  was  known  in  E\ux)pe  a 
cloth  tiretaine,  which  with  the  hurel  and  bumet  be- 
longed to  the  most  popular  products  of  West-European 
manufacture.  Let  us  see  what  information  one  can 
gain  on  the  matter  from  the  most  approved  and 
scientific  dictionaries.  Hatzfeld  and  Darmesteter,  in 
their  French  Dictionary,  inform  us  that  it  seems 
to  be  derived  from  French  tirer,  to  pull,  and  that  it 
was  a  kind  of  cloth,  half  linen,  half  cotton.  Monlau  ^ 
thinks  Spanish  tiritafia  is  older  than  French  tiretaine 
and  that  it  is  derived  from  the  verb  Uribary  to  tremble 
with  cold,  on  account  of  the  rustling  sound  which  it 
makes,  or  from  English  tartan.  These  are  the  kind 
of  etymologies  that  my  janitor  indulged  in  when  he 
looked  at  the  radiator  and  called  it  a  ''  ready  heater.'' 

1  Dloolonaiio  ettmologloo  de  U  lensua  castellana,  Madrid,  1881. 
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We  turn  to  the  Oaford  English  Dictionary ,  the  great 
repository  of  quotations  and  etymological  blunders, 
and  find  under  tartan:  ''  It  has  been  conjectured  to 
a.  Fr.  tiretaine  (1247  in  Godef.  Compl.)  '  a  kind  of 
cloth,  half  wool,  half  linen  or  cotton/  for  which  a 
variant  tertaine  is  quoted  in  Godefroy  of  date  1487. 
.  .  .  Another  conjecture  would  identify  the  cloth 
with  that  called  tartar  or  tartarin,  of  which  the  16th  c. 
forms  tartame,  tarteme,  somewhat  approach  tartane. 
But  the  quotations  for  tartar  and  tartarin  point  to  a 
richer  and  more  costly  cloth,"  Under  tartar  we  read: 
"  OF.  tartare,  tartaire  (c.  1300  in  Godefroy),  Med.  L. 
tartariunif  tartareus  (pannus)  '  cloth  of  Tartary,' 
a  rich  kind  of  cloth,  probably  silk,  used  in  15th  and 
16th  centuries  .  .  .  torfanuww,  Colonel  Yule  believes, 
were  so  called '  not  because  they  were  made  in  Tartary, 
but  because  they  were  brought  from  China  through 
the  Tartar  dominions.' '' 

Absolutely  no  conception  can  be  formed  of  what 
the  mysterious  cloth  was,  where  it  came  from,  or  of 
what  economic  import  it  may  have  been.  We  seek 
for  information  in  Francisque-Michel,^  but  with  little 
more  success.  To  judge  from  the  quotations  given 
by  him,  tartare  or  fortotn^,  tartara,  tartariscus,  etc., 
was  some  kind  of  striped  material,  of  which  silk  was 
the  main  ingredient,  and  which  was  sometimes  worked 
with  gold,  and  he  did  not  hestitate  to  announce  that 
tartare  may  have  been  applied  in  the  Exux)pean  fac- 
tories to  an  inferior  article,  on  account  of  the  sensation 
produced  by  the  silk  product.'  Francisque-Michel 
almost  guessed  correctly,  and  had  he  proceeded  to 
expand  his  investigations  to  the  whole  of  Europe,  he 

1  Reeherabea  nv  l«  oommeree*  U  fabrication  et  ruaate  dee  Moffea  de  aole,  d'or  et 
d'avsent  et  autrea  tianu  piteleuz,  Paila,  1864. 

>  Ibid.,  p.  167  ff. 
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undoubtedly  would  have  ascertained  the  true  state  of 
affairs.  The  exclusive  treatment  of  a  word  as  French 
or  Spanish  cannot  lead  to  the  truth,  and  even  the  his- 
tory of  the  thing  can  lead  to  no  results  so  long  as 
the  historian  is  satisfied  with  the  philologist's  method 
of  drawing  his  conclusions  chiefly  from  library  ref- 
erences. The  fact  is  reversed.  Only  after  a  word 
has  had  its  run  in  the  mercantile,  industrial,  and  civic 
life  does  it  enter  literature,  and  the  treatment  of 
the  same  by  poets  and  historians  reflects  only  what 
it  was  thought  to  be  at  the  period  of  such  mention, 
not  what  it  originally  was  or  even  continued  to  be 
in  every-day  use.  To  ascertain  the  origin  and  meaning 
of  tiretaine  and  its  possible  relation  to  tartan,  tarleUm, 
tartarinj  we  must  first  of  all  discover  from  a  vast 
number  of  references  what  the  underlying  chief  con- 
notation of  tiretaine  was.  Only  then  shall  we  be 
entitled  to  philological  and  economic  assumptions. 
For  purpose  of  geographical  convenience  I  shall  pro- 
ceed from  the  west  to  the  east. 

In  Portugal  Hritana  and  iricana  are  a  coarse  woolen 
overcoat  worn  by  peasants  of  Coimbra,  but  some  give 
it  as  a  kind  of  petticoat,  also  a  countrywoman,  whereas 
in  Spain  tiritafia,  tiritaina  is  a  kind  of  silk,  but  tiri- 
taina  also  means  "  a  thing  of  Uttle  value."  Cotgrave 
says  of  French  tiretaine  ''  linsie-woolsie,  or  a  kind 
thereof,  wome  ordinarily  by  the  French  peasants." 
In  1253  there  is  mention  of  a  manufacturer  of  tiretaines 
as  tiretier.^  It  is  generally  mentioned  together  with 
galebmn,^  of  which  it  was  some  kind  of  a  variety. 
In  the  Vaudois  coimtry  tredaina  is  a  coarse  doth 

1  **  Et  M  ttretter  tlasoit  tlretotne  kl  ne  fust  bolne  et  lolals  et  ri  n'emt  deux  mibm 
do  Iwgeoe  en  roa.  (Bum  dm  tiretainM,  do  1253),  In  Jaubort,  GkMBntre  du  emtn 
do  la  France,  Paris,  1804,  nib  Urgtier. 

*  Le  Ihrre  dee  mfttlere  d*£tlenne  BoUeau,  by  Tieeplneww  and  Bonnaidot,  In  Lee 
mMm  et  oorporatlons  de  la  vlUe  do  Paris,  Paris,  1879,  p.  274. 
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made  of  native  wool,^  in  Geneva  it  is  tredaina,  tri- 
pdanna,  and  at  Lausanne  tredon,  tredan  means  '^  noise, 
tumult."  In  the  Jjanguedoc  we  find  tirintm,  through- 
out the  Provence  tirarUHnOf  HrlantHnOf  tirlintHno, 
tirangHnOf  tinteinOf  tiratagno  in  the  sense  of  tiretaine 
or  cloth  of  a  poor  quality,  tarlatanOf  tarlantanOf  tarla- 
tan, cloth  of  poor  quality,  tridagno,  iridainOf  tridHno, 
cloth  of  poor  quality,  rags.'  In  Italy,  mezzaiana, 
**  any  woolsie,  or  linsie-woolsie  stuffe,  half  wool  and 
dike,  or  linnen,"  *  seems  exactly  to  correspond  to  our 
Hretaine,  and  the  term  seems  to  have  taken  the  place, 
as  a  popular  and  correct  rendering  of  what  was  called 
tuttalana.  This  tuUalanay^  sometimes  called  tuUdUma 
bassetta,  was  no  more  of  pure  wool  than  some  of  our 
"  all-wool "  products,  and  is  in  all  probability  a  cor- 
ruption of  some  such  word  as  turtunaf  even  as  tredaina 
has  in  Geneva  been  corrupted  into  tripelannaf  as 
tiritana  has  in  Portugal  been  changed  into  tricanaj 
and,  as  I  suspect,  French  tricot,  for  the  first  time 
mentioned  by  Cotgrave  as  a  term  at  Orleans,  is  but 
a  corruption  of  the  same  Hretaine.  To  this  aspect 
of  the  word  I  hope  to  return  at  some  future  time. 

In  Holland  tiereteyn,  dierteyn  is  given  as  an  equiva- 
lent for  burel*  In  High  German  it  is  recorded  from 
the  fifteenth  century  on  as  dirdenday,  diradey,  dirledeyj 
dirmadey,  dermentey,  dirdumdey,  dirtmedey,  dUmedey, 
coarse  cloth,  half  flax,  half  wool,  a  mixture  of  com  and 
barley,   hodge-podge,*  but  in   Lower  Germany  it  is 

A  D.  Boldal,  Glomire  du  patois  do  la  Sulan  ronuuid*,  Lauwiuie,  1860. 

*  Mirtnl,  Dlctionnalre  prorensal-fnuicals. 

*  Plorlo,  Queen  Anna's  New  Worid  of  Wofdt,  London,  1011. 

*  '*  15  braehla  tudahni  Florent.  ooUvls  Peni."  R.  Darldaohn,  Fonehuncen  anr 
Geadilehte  von  Florens,  III.  Thed,  Berlin*  1901,  p.  73. 

*  *'  VesUs  lino  et  lana  oonfeeta  .  .  .  burelliim.**  Elllan,  Etymologleum  teutonieae 

*  SebmeHer,  Bayerieefaee  WOrtetbuelL 
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recorded  from  the  fourteenth  century  on  as  tirletei,  der- 
dendei,  irittendei,  tirumteif  and  in  Uhn  durendei  is  the 
nickname  for  an  awkward  fellow.^  Amazing  is  the 
effect  of  this  word  upon  the  Russian  language.  It 
does  not  seem  to  be  recorded  as  an  appellation  for 
cloth,  but  has  become  the  foundation  for  the  conmion 
designation  of  "  fool "  and  "  bad."  The  popular  forms 
under  which  the  word  for  "  fool "  occiuts  in  Russia 
show  that  they  owe  their  origin  to  the  German  traders 
in  the  north.  These  popular  forms  are:  durdley,  dur 
randay,  durandaSf  durynda,  duraiman,  duren\  and  the 
last  is  also  the  conmion  word  for  ''  fool "  in  Polish. 
Out  of  these  variant  forms  have  arisen  the  literary 
words  durakf  fool,  and  dumoy^  bad.  No  other  Slavic 
languages  have  any  derivatives  from  this  stem. 

All  the  above-mentioned  words  obviously  arise 
from  one  ground  form  which  must  be  able  to  produce 
the  following  meanings:  (1)  striped  cloth,  (2)  linsie- 
woolsie,  and  silk,  (3)  mixture,  hodge-podge,  racket, 
nonsense.  As  the  tendency  in  the  manufacture  of 
the  Middle  Ages  usually  was  towards  the  deterioration 
of  goods,  a  striped  mixture  of  silk  with  some  other 
substance  would  be  the  material  which  would  satisfy 
all  the  above-mentioned  conditions.  This  we  find  in 
Manchu  turtun^  6toffe  cr6pde,'  Mongol  turtam^  a  stuff 
woven  from  sUk  and  camel  hair,*  and  these  are  from 
Chinese  cA'e-teeti,  literally  sUk-gauze  or  silk-hemp.^ 
The  deterioration  to  a  linsie-woolsie  at  once  connects 
Portuguese  tiritana  with  Scotch  tartan,  which  is  the 
same  kind  of  striped  goods,  and  it  will  be  observed 

1  Sohiner  ond  LObben,  MlttolniederdeutsohM  W6rterbaeh. 

*  Amyot,  Diction  naire  tartar»-mAntohou  fnmcolfl,  Paris,  1789.  vol.  II,  p.  326. 

*  K.  Th.  Gobtunflki,  Mongorflko-niMki  aloymr*,  S.  Poterbuis,  1805,  vol.  Ui,  p.  les. 

*  For  a  fuller  treatment  of  hurtU  aae  my  artlde  Materlalien  lu  elner  Getohldita 
der  Klelduns  im  Mittelalter,  11,  In  Revue  de  lingulstlque,  1911. 
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in  the  costumes  of  the  Middle  Ages  that  peasants  are 
frequently  represented  in  checkered  garments.  On 
the  other  hand,  the  mixture  of  silk  and  wool  or  silk 
and  hemp  accounts  for  the  muslin  of  poor  quality 
called  tarlatan.  In  its  capacity  of  striped  silk  goods 
of  a  better  quality  it  became  responsible  for  the  silks 
striped  with  gold  which  are  several  times  mentioned 
in  Francisque-Michel's  quotations. 

We  must  still  account  for  the  presence  of  an  originaUy 
Eastern  manufacture  in  the  European  factories  of  the 
thirteenth  century  or  even  earlier.  Tiretaine  formed 
80  important  a  part  of  Cologne  manufacture  in  the 
fourteenth  century  that  the  manufacturers,  called, 
as  in  the  French  of  the  thirteenth  century,  tyrteyer, 
maintained  a  guildhall  of  their  own  known  as  tirtey' 
huysSj^  and  it  was,  in  all  probabiUty,  produced  in 
Mayence  in  the  twelfth  century,  to  judge  from  its 
association  with  gcdebrun,  which  certainly  was  a  prod- 
uct of  Mayence  looms  at  that  time.  It  was,  in 
the  twelfth  century,  imported  into  Montpellier  under 
the  name  of  tiretum  and  taxed  like  cendatum.*  But 
Mayence  must  have  been  in  close  relations  with 
Turkestan  even  earlier  than  the  eleventh  century,  to 
judge  from  the  large  number  of  Samarkand  silver  coins 
of  the  early  part  of  the  tenth  century  and  the  many 
Eastern  wares  found  there  by  an  Arab  traveller.' 

*  W.  Stetn.  Akten  sur  QeMhlehte  der  Verf asaunc  und  Verwaltung  der  Stadt  KBIa 
im  14.  uad  lA.  Jahrhuadcrt,  Boniit  1896,  In  the  Vocabulary. 

s  '*  De  tireto  et  oendato,  II  den.**  liber  instrumentorum  memorablllum,  Mont- 
peDtar,  18M-M.  pp.  406  and  438. 

*  Ch.  M.  Fraelin«  Beleuehtung  der  merkwflrdlcen  Notts  elnea  Araben  aiu  dem 
XI.  Jahrhundert  fiber  die  Stadt  Mains,  In  M4moliet  de  Tacadftmle  Imp^lale  de 
seteneea  de  8alni-P4tenbourg,  VI.  a^rle.  tolenoes  poUtlques,  hiscoire  et  philologies 
vol.  n,  p.  87  ff« 


262  QUARTERLY  JOURNAL  OF  ECONOMICS 


Garbo  Wool 

''  In  antiquarian  and  topographic  works  on  the 
history  of  Florence,"  says  Doren/  "  and  in  general 
philological  discussions  the  word  garbo  has  played 
an  important  part,  especially  in  the  Florentine  litera- 
ture of  the  sixteenth  century:  a  mass  of  sagacity  and 
learning,  but  also  much  fancifulness  and  arbitrary 
commenting  has  been  wasted  on  its  explanation  and 
on  its  vicissitudes.  Like  a  red  thread  there  passes 
the  same  error  through  all  these  expositions,  and 
this  error  is  closely  connected  with  the  history  of 
our  industry.  ...  If  one  goes  back  far  enough, 
garbo  is  the  Italian  designation  for  the  Sultanate 
Algarve  in  the  west  of  modem  Portugal,  from  which, 
as  we  saw  before,  the  finest  of  cloths,  manufactured 
by  the  Arabs,  was  in  early  times  imported  to  Italy: 
a  small  street  even  then  received  its  name  from  the 
sale  of  this  cloth,  and  a  family  was  named  dd  Garbo 
from  this  street  or,  perhaps,  because  it  chiefly  busied 
itself  with  the  importation  of  these  stuffs.  Finally, 
the  name  Algarve  clearly  is  derived  from  Arabic 
garhij  western,  since  that  Sultanate  designated  the 
extreme  west  of  all  the  Arabian  realms  of  the  Medi- 
terranean." 

That  "  as  we  saw  before "  is  not  based  on  any 
historic  proof,  but  only  on  a  reference  to  Davidsohn.* 
If  we  now  turn  to  Davidsohn,*  we  find  the  following: 
"  How  extensive  the  Florentine  trade  with  Algarvia 
cloth  was  in  the  begiiming  of  the  thirteenth  century  is 

^  A.  Dorm,  Die  Floraatlner  WoOentuohlnduatrie  vom  vkndbiiten  bis  nim  aadi- 
MhAten  Jshrhundert,  Stuttgart,  1901,  rol.  1.  p.  66  f. 

*  Ibid.,  p.  22. 

•  R.  Davldsohn,  Gcacfalehte  von  Florens,  Berlin,  1806,  vol.  1,  p.  793. 
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evidenced  by  the  fact  that  the  street  where  it  was 
located  was  called  the  Garho  even  then,  it  having 
preserved  the  name  until  recent  times,  and  that 
among  the  customers  of  a  banker,  of  whose  ledgers 
of  the  year  1211  chance  has  saved  for  us  a  few  pages, 
no  branch  of  business  is  more  frequently  mentioned 
than  that  of  the  merchants  of  the  Garho  J  ^  Thus  we 
move  in  a  vicious  circle:  "  The  cloth  came  from 
Algarve,  consequently  it  was  called  de  Garbo,"  and 
''  the  wool  was  called  de  Garbo,  consequently  it  came 
from  Algarve."  The  confusion  is  increased  by  Schulte  ^ 
who  identifies  Garho  with  harharesca  and  has  it  come 
from  northwest  Africa.  Thereupon  Davidsohn  took 
Doren's  part  *  and  tried  to  prove  that  Garh  originally 
referred  to  southern  Portugal,  and  Schaube '  thought 
he  had  settled  the  whole  matter  by  pointing  out  the 
highly  developed  cloth  industry  of  the  Mussulmans 
in  northern  Africa.  Thus  philologists  and  historians 
have  gyrated  about  the  zero  point  without  making 
the  slightest  advance  in  any  direction.  It  is  the 
old  trick  of  excluding  from  consideration  such  matters 
as  might  widen  their  horizon,  on  the  stereotyped 
plea  that  they  are  foreign  to  their  specialized  de- 
partments, whereas  such  specialization  is  generally 
suicidal  and  invariably  increases  the  difficulty  of 
a  thoro  investigation. 

The  amazing  thing  is  that  nowhere  outside  Tuscany 
do  we  ever  hear  of  Garho  wool  and  Garho  cloth,  altho 
Garh^  which  the  Arabic  scholars  identify  with  western 
Algeria  and  eastern  Morocco,*  was  well  known  to 

<  A.  6«halte,  0*rbo  und  Floraiui,  In  Zettoohrtft  fOr  dto  feMinmte  StaatawtHOii- 
Mtefl,  ToL  iTlll.  p.  89  ff . 

*  QarixmoDe  und  Oafbotoofae,  In  Hlatorisohe  Vierteljmhnohrtft,  vol.  vll,  p.  38S  ff. 

*  Handehfeaohlohte  der  Tomanlaohen  Vdlker  det  Mlttelmeertebtots  bis  lum  Ende 
der  KrausBflce,  MQnohen  and  Berlin,  1906,  p.  780. 

«  8ehuh0,  op.  eit.,  p.  41  f. 
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the  Latin  peoples,  and  occasionally  was  visited  by 
them  for  commercial  purposes.*  In  vain  one  would 
look  in  Portuguese,  Spanish,  Catalan,  Provencal 
documents  for  such  a  mention.  Even  in  Tuscany 
there  is  an  enormous  difference  between  Garho  wool 
and  wool  imported  from  Garb.  In  Siena  lana  di 
garho  is  apparently  placed  far  above  all  other  kinds 
of  wool,  whereas  in  Pisa,  in  the  beginning  of  the  four- 
teenth century,  lana  di  garho  is  considered  of  about  the 
same  quality  as  francesca  or  francigena.  Doren  *  has 
shown  that  under  the  latter  name  English  wool  is 
to  be  understood  and  that,  furthermore,  the  lana 
francesca  continued  to  rise  ro  value,  while  garbo 
occupied  a  secondary  position.  But  in  the  middle  of 
the  thirteenth  century  garho  was  unquestionably  the 
finest  kind  of  wool  or  cloth,  as  is  shown  by  the  fact 
that  at  Bologna  lana  de  garho  alone  could  be  dyed' 
whereas  at  a  later  time  English  wool  shared  this 
privilege  to  an  even  higher  degree.  Doren  has  pointed 
out  the  great  confusion  that  later  developed  in  con- 
nection with  the  term  garbo,  but  with  that  we  have 
no  concern  here.  We  wish  only  to  ascertain  the 
original  meaning  of  the  expression  and  to  point  out 
the  reason  for  a  possible  later  confusion.  In  1315 
lana  de  garbo  is  quoted  in  relation  of  50  to  65,  as  com- 
pared with  English  wool,^  whereas  in  a  tariff  list  of 

^  "  In  lUnere  Cecllie,  In  budo  nave  Sanotl  NichoUi,  et  Inde  ubloumque  Delia  el 
ordinablt,  cauaa  negotiandi,  in  Oarbum  vel  in  Ispaniam."  L.  Blanoard,  Doeumenta 
inMlta  sur  le  oommeroe  de  Marseille  au  moyen-ace,  Marseille,  1884,  vol.  i,  p.  101. 

*  Die  Florentlner  WoUentuchinduatrle,  vol.  i.  p.  68. 

*  L.  Frati,  Statutl  di  Bologna  dall'  anno  1245  all*  anno  1267.  Bologna,  186(^-77, 
vol.  U,  p.  72:  *'  Item  statuimus  quod  nuUa  lana  debeat  habere  tinoturam  nisi  fuerit 
lana  de  garbo  vel  etiam  varia,  et  si  lana  aliqua  vel  pannum  inveniretur  que  tlnta  asset 
et  non  nuaria  vel  de  garbo  auferratur  ab  eo  et  comburatur  in  ourla  oomunis."  What 
varia,  nuaria  is  is  not  dear. 

*  R.  Davldsohn,  Forschungen  sur  Geschlchte  von  Florena,  III.  Thell,  p.  132: 
"  EntsehAdJgung  su  sahlen  pro  qualivet  salma  tane  tataU  de  Oarho  60  fl.  aur.  et  lane 
Fraglgine  66  fl.  aurl." 
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1307  wool  from  Garbo  is  almost  the  lowest  in  the  list.^ 
Whereas  a  salma  of  English,  Scotch,  and  Bm*gundy 
wool  is  quoted  at  158.,  and  a  salma  of  wool  from 
Catalonia  and  the  Provence  at  108.,  lane  sucide  de 
Tunis,  Bugea  et  Garbo  is  given  at  28.  6c2.,  that  is, 
the  proportion  is  here  10  to  60,  as  against  50  to  65 
before.  There  is  here  a  contemporary  confusion 
which  cannot  be  explained  on  any  theory  of  deteriora- 
tion in  the  product,  a  confusion  which,  as  we  shall 
see,  was  universal  along  the  Mediterranean. 

In  a  tariff  of  Perpignan  of  1284  and  1295  we  have  a 
reference  to  teles  de  Garp:  "  teles  del  Garp  "  {de  Garp), 
e  vintenes,  e  canabes,  e  totes  autres  teles,*  while  in 
the  Leudaire  de  Saverdnn  (ann.  1327) '  carbe  filat  e  non 
filat  follows  after  lana  and  li.  In  Raynouard's  Pro- 
vencal Dictionary  carbe » canabe,  hemp,  and  this 
exactly  suits  the  sense  in  the  Leudaire,  for  after  wool 
and  flax  one  can  think  only  of  a  hemp  product,  con- 
sequently the  del  Garp  of  Perpignan  cannot  be  identi- 
cal with  carbe  of  Saverdun,  since  after  del  Garp  comes 
caruibea  which  is  the  same  as  carbe.  What  vintenes 
is  I  do  not  know;  vintenes  and  cannabe,  however, 
occur  already  in  a  Marseille  tariff  of  1228,^  and  in  a 
list  of  1190  at  Genoa  *  but  instead  of  being  preceded 
by  teles  del  Garp,  they  are  preceded  by  telas  primas.* 

>  Ibid.,  p.  103. 

*  Revue  des  langUM  ronuuies,  vol.  tv,  p.  871,  vol.  v,  p.  86.  The  editor.  A.  Alart, 
■qn:  *'  Ce  mot  oe  retrouve  encore  dans  le  tarlf  de  1295,  et  none  sommes  port6  k  le 
fatre  venir  de  I'arabe  «l  garb  (le  oouebAnt).  II  s'aglralt  done,  dane  oe  sens,  des  toUes 
de  Touest  de  la  France  7  *' 

*  Ibid.,  vol.  zvi,  p.  108. 

*  L.  M^ry  et  F.  Guindon,  Hlstolre  analytlque,  et  ohronologlque  des  actes  et  des 
dflib^atlons  du  corps  et  du  oonseil  de  la  municipality  de  Marseille  depuls  le  X^"^ 
rtMe  Jusqu'A  nos  jours,  Marseille,  1842,  vol.  1,  p.  346. 

*  Historlae  patriae  monumenta,  vol.  vU.  col.  361. 

*  Ibid.,  p.  346. 
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Obviously  del  Garp  corresponds  to  primas  and  to 
English  Aly  but  tela  can  only  mean  cloth  made  from 
flax,  hemp,  or  cotton,  consequently  del  Garp  was  in 
the  thirteenth  centiury  in  the  Provence,  as  in  Tuscany, 
a  commercial  expression  of  excellence,  referring,  how- 
ever, not  to  wool  or  cloth,  but  to  a  textile  fabric  of 
either  hemp  or  cotton.  Since  tela  de  Garp  and  tela 
de  Rems  pay  a  duty  of  Idr.,  whereas  ''  totes  autres 
teles,  o  de  Campanya,  o  d'Alemayna,  o  d'autra  terra ''  ^ 
pay  2dr.,  it  is  reasonable  to  suppose  that  tela  de  Garp 
was  a  native  product  and  so  was  favored  as  against 
Champagne,  German,  or  other  foreign  goods. 

In  the  Statutes  of  Bologna  of  the  thirteenth  century 
we  have  a  prohibition  against  the  notary's  use  of 
paper  de  garbo  *  or  garbitta.^  That  this  is  not  a  pro- 
hibition against  the  use  of  paper  made  of  cotton 
fibre  is  evidenced  by  another  statement  of  the  tariff 
for  paper  in  a  Bologna  MS.  of  the  year  1289,  where 
cotton  paper  is  mentioned  by  the  side  of  garbexa 
paper.^  Nor  is  there  the  slightest  reason  for  the 
derivation  of  the  word,  with  Frati,  from  Lat.  carbasitSf 
fine  linen.  Garbo,  garbitta,  garbexa,  garbesa  represent 
some  North  Italian  dialectic  words  meaning  ''  goat, 
kid,"  as  can  be  shown  by  a  number  of  regulations  in 
regard  to  the  use  of  wool  in  the  manufacture  of  cloth. 
In  Bologna  no  one  was  permitted  to  mix  wool  of  the 
ox,  goat,  ass,  or  hare  with  that  of  the  sheep  unless 
it  was  to  be  used  in  the  manufacture  of  a  coarse  kind 

>  Revue  dee  Unsuee  ronuuiee,  vol.  Iv,  p.  372. 

*  *'  Notarll  qui  praeeunt  statutle  pro  iUo  officio  habeant  bonaa  cartas  peoorlnas  el 
non  d§  garbo  a  oomuni  pro  v.  itatutlB  ecilbeDdls.*'  L.  Fratl,  op.  dt.,  vol.  Ill,  p.  104. 

*  "  Et  rt  turn  Botariufl  maaaarli  ...  in  bonli  eartls  aorlliam  et  aon  tn  forMMs." 
Ibid.,  vol.  I,  p.  147. 

*  **  De  talma  cartarum  de  Oarbex4  et  pecudum;  —  de  ealma  oartarum  de  banbaze.** 
ibid.,  vol.  Ill,  p.  606,  and  repeated  In  a  Florentine  tariff  of  the  year  1320:  "  oartarum 
d$  Oarbe$e  et  pecudum,  pro  salma  4«.  Bon.,  oartarum  de  bambasla  4«.,'*  Davidaohn, 
Foreehungen,  vol.  ill,  p.  140. 
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of  cloth  known  as  mezzalano.^  Venice  was  equally 
opposed  to  the  use  of  goat's  hair,  which  is  here  called 
garbeta '  and  still  clearer  is  the  prohibition  at  Brescia 
in  1248.* 

The  dialectic  words  garbo,  garbexa,  garbitta  are  in 
all  likelihood  adaptations  of  Provencal  or  Catalan 
words,  for  in  Marseille  and  Barcelona  there  was  a 
very  active  commerce  in  kid  skins  and  fleeces  in  the 
be^uming  of  the  thirteenth  century,  and  the  Prov.  cct- 
hritZy  Catal.  cabritSi  cabrites  at  once  explain  the  endings 
exa,  itta  in  the  Italian  words.  We  read  in  the  Marseille 
tariff  for  1228:  '' agnel  e  cabritz  doni  lo  pareils  — 
1  obola/'  ^  and  at  Barcelona  we  often  hear  of  kid  skins, 
of  ''  centum  de  cabrites^'  (ann.  1221)  and  ''  bala 
grossa  de  cabrita.^'  •  However,  the  forms  capretto,* 
craueto^  are  also  recorded  for  Italian  cities.  So, 
too,  the  form  garbo  goes  back  to  a  Catalan  word, 

^  '*  Statttlmui  et  ordinamui  quod  allquls  de  dleto  ooeletate  non  debeat  emere  .  .  . 
neo  luib«rB,  nao  tenere  In  domo  pllum  bovl*  yd  oaprieii  vel  Mini  nut  leporis,  filntum 
yel  non  fiUtum,  tinotum  vel  non  tinotum  .  .  .  et  si  filatus  vel  mlstus  oum  nlla  lann 
foerlt,  nut  de  ea  Inboimverit.  vel  UbonrI  nut  ponl  fecerit  In  pnnno  blxeOo  vel  acneUo, 
eondempneiur.  .  .  .  Item  dldmua  quod  llettum  alt  omnibus  de  dicta  eodetate  fadentl- 
boe  pannoe  megalanoe  habere  et  tenere  de  lanle  prohlbltla  .  .  .  cauaa  ponendl  et 
laboraadl  In  pannla  mecalanls."  A.  Gaudensl,  Statutl  deDe  eodetA  del  popolo  dl 
Bologna,  Roma,  1896.  vol.  1,  p.  870  f. 

*  *'  Statttlmaa  et  ordlnamue  quod  peDlparll  artls  de  agnelltnto  non  audeat  mlaeere 
agmilltnaa  eum  forMw,  neo  etlam  audeat  cum  dlctla  agnelltnto  peUes  edorum  misoere, 
alel  tantummodo  In  Uetls.**  G.  Montloeilo,  I  capltolarl  ddle  aril  veneslane*  Roma, 
IWS.  vol.  U,  1,  p.  108  (ann.  1266). 

*  Item  atatuunt  ooireetores  quod  pUum  bovls  vel  capr«  non  ooaduealur  in  etvl- 
tatem  Brtade  .  .  .  et  nuUua  debeat  In  dvltate  vel  extra  in  tota  nostra  virtute  verbe- 
rare  nee  tezere  neque  filare  neque  tingere  aut  aliquo  modo  In  panno  ponere  vel  poni 
laeere.  .  .  .  Item  addunt  eorreotoree  quod  nequis  audeat  vel  presumat  ponere  vel 
ponl  faoere  lanam  groesam  capr«  In  panno.**    Hist.  pat.  mon.,  vol.  zvi,col.  1684  (180). 

«  M4iy  and  Guindon,  op.  elt..  vol.  1,  p.  848.  Also  in  the  Leuda  de  Tortosa  (ann. 
IMO),  eabrUtt  in  Revue  dee  langues  romanes,  voL  Iv,  p.  264,  and  at  Peiplgnan  (ann. 
1284),  ibid..  voL  v,  p.  371. 

■  A.  Capmany  y  de  Montpalan,  Memoriae  hlstorloas  sobre  la  marina,  oomerelo  y 
arias  de  la  antlgua  oiudad  de  Barcelona.  Madrid,  1770-82,  vol.  U,  pp.  6  and  20. 

*  At  (Thleea,  ann.  1827,  in  Hist.  pat.  mon.,  vol.  zvU,  ool.  180;  in  StatuU  Casalls 
(14.  sen.)  IbkL,  vol.  U,  eol.  1013;  in  Bonaini,  Stotutl  inedltl  della  dttA  di  Plaa  dal  XII 
al  XIV  seoolo.  Flrenae,  1867.  vol.  iU,  p.  1004. 

'  In  81a*.  Gas.,  op.  olt.,  ooL  960. 
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which  is  given  in  the  Latinized  form  cabru,  cabrum, 
''  tota  bestia  de  lana,  o  de  cabrUf  tota  carrega  de  pells 
aynines  o  cabrum/^  *  where  the  Leuda  de  Tortosa  * 
and  the  tariff  of  Marseilles  *  have  faixs  daynines  o  de 
cahritZy  agnel  e  cabritz.  The  fluffy  hair  of  the  goat 
was  employed  in  the  manufacture  of  rugs,  and,  since 
it  was  almost  exclusively  Catalonia  and  the  Provence 
that  raised  goats,  we  read  in  the  Pisan  tariff  of  Catalan 
and  Provengal  carpitas.^  This  carpUa,  literally  goat's 
(cloth),  is  the  origin  of  English  carpet.  * 

It  is,  therefore,  obvious  that  in  prohibiting  the 
use  of  carta  de  Garbo,  the  prohibition  was  directed 
against  the  use  of  kid  or  goat  parchment.  It  will 
now  be  easy  to  ascertain  what  was  meant  by  lana 
di  GarbOf  panno  di  Garbo.  Aeneas  Sylvius  •  tells  us 
that  in  the  island  of  Cyprus  a  woolen  cloth,  called 
zambelotto,  our  modem  camlet,  was  made  from  the 
wool  of  goats,  and  Gesner  ^  quotes  A.  Alpagus,  called 
Bellunensis,  a  translator  of  Avicenna's  works,  to  the 
effect  that  camlet  and  other  delicate  stuffs  were  made 
from  lana  merhazi,  which,  in  another  exposition  of 
Avicenna,  is  called  rnaOiahaze.  This  is  Arabic  nuir*iz&\ 
mar^izza,  fine  goat-hair  beneath  the  coarser  one. 
Fraenkel^  thinks  that  this  is  from  Aramaic  ^amr  'iza 

>  LeudM  de  Pul«oerda  et  de  U  VaU  de  Queroll  (urn.  1288),  In  Revue  dee  lancuee 
ronumee,  rol.  !▼,  p.  007. 

*  Loo.  di.  *  Loo.  ctt. 

*  "  De  duebue  earpiUt  provinolallB,  de  una  earpiia  (^talogne."  Bonalnli  op*  olt., 
p.  114. 

*  Vol.  ill,  p.  144.  Provencal  carp,  flufify,  is,  no  doubtt  derived  from  it.  In  the 
Regula  Templarionim  cap.  70  we  read,  "  ectrpitam  habeat  In  lecto  qui  aaooo,  ouloitra 
vel  ooopertorio  oarebit,'*  (Du  Cange,  sub  carpid)^  and  in  a  liet  of  artidee  for  tho  jrear 
1166  In  Genoa,  we  read  of  a  pillow  made  of  "  what  ie  called  '*  carpet-wool,  "  duoa 
eoflinoa  unus  de  corre.  et  alius  de  earpita  dicltur  lana.    Hist.  pat.  mon.,  vol.  vi,  ool.  310. 

*  Aeneae  Sylvli  ncolomlnl  .  .  .  Opera,  Baeileae,  1671,  p.  377. 

'  Conradl  Geaneri  medici  Tigvrinl,  Historiae  animaltnm  Lib.  I.  de  quadrupedlbua 
uluipariB,  Tlsvri,  1651,  p.  280. 

*  S.  Fraenkel,  Die  aram&isohen  Fremdwdrter  im  Arabiechen,  Leiden,  1886,  p.  41  f . 


ECONOMIC  HISTORY  AND  PHILOLOGY  269 

lit.  lana  capri  (which  Fraenkel  incorrectly  translates 
by  "  Schaafwolle  ")>  but  ^^  Spam  lana  de  cobras  was 
translated  into  Arabic  by  guabra,^  which  is  from  Arabic 
wabar,  soft  hair  of  camels,  goats,  hares,  etc.  This 
guahra,  which  by  a  strange  coincidence  sounds  very 
much  like  the  derivatives  from  Latin  cajyra,  goat,  like 
merhazif  which  by  another  rare  coincidence  can  hardly 
be  distinguished  from  ma'azi,  de  capra,  represented 
the  finest  wool  used  in  the  manufactme  of  camlets 
and  similar  delicate  textures.  Apparently  the  Pro- 
ven;^ and  Catalonians  continued  to  manufactme 
camlets,  and  cameht  or  camellot  de  lana  even  in  the 
fourteenth  century  was  considered  far  superior  to 
cloth  from  sheep  wool.  In  a  franchise  of  the  year 
1277  given  by  Philippe  le  Hardi  to  Italian  merchants 
carrying  goods  from  Montpellier  to  Nimes,  camlets 
pay  double  the  duty  of  other  cloths.*  In  a  Catalan 
sumptuary  law  of  1306  camlet  is  denominated  drap 
de  lana,^  and  in  another  similar  law  for  Barcelona, 
of  the  year  1330,  permission  is  granted  to  women 
to  wear  garments  of  camellot  de  lana.* 

Merhazi  was  the  Arabic  mercantile  expression  for 
Al  in  the  manufacture  of  cloth  and  in  wool.  Now, 
the  goats  were  in  the  Middle  Ages  abhorred  in  the 
central  and  southern  countries,*  tho  the  Provence 

>  FHrl  Hlapanl  De  Udsua  arabloa  llbri  duo,  by  Paul  de  Lasarde,  Gottlngae,  1883, 
p.  289. 

*  A.  Oennaln,  Hlstolre  du  oommeroe  de  MontpeDler,  Montpellier,  1861,  p.  279< 
There  le  probably  some  elgnlficance  In  the  fact  that  at  Saint  Vaast  d' Arras  goata  were 
beted  In  the  lame  category  with  gold  and  alaves:  "  Omnia  homo  sive  liber  sive  non. 
It  emerlt  aut  vendiderit  aurum,  vel  servum  vel  andllam  vel  captain  Theloneum  dablt,** 
Van  Dilval,  Cartulaire  de  I'abbas^  de  Saint  Vaast  d' Arras  r6dlg6  au  XII6  sldde  par 
Qolmans,  Arras,  1875,  p.  172,  and  similarly  p.  176. 

*  Revue  des  Ungues  romanes,  vol.  vii,  p.  65. 

*  Coleoolon  de  documentos  inMitoe  del  arohlvo  general  de  la  corona  de  Aragon, 
vol.  vUl,  p.  179. 

*  See  my  article  on  Fran,  bottler,  in  Bysantlnlsohes,  In  Zeltsohrlf t  ffir  romanleohe 
PhUdogle. 
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and  Catalonia  never  stopped  raising  them.  Whan 
Bologna,  in  1222  or  1232,  invited  certain  strangers 
to  come  to  that  city  and  establish  cloth  factories, 
they  were  granted  immunities  from  all  public  duties, 
but  they  were  requested  under  no  condition  to  use 
other  wool  in  the  manufacture  of  cloth  than  that  of 
the  sheep  or  lamb.^  But,  while  the  Tuscans  pro- 
hibited the  use  of  kid  parchment,  they  were  unable 
to  oust  the  expression  de  garbo^  a  translation  of  the 
Arabic  maraud'  and  gwibra,  from  the  commercial 
vocabulary  and,  as  frandgena  became  the  term  even 
for  English  wool,  so  by  a  popular  transformation 
de  garbo  was  made  de  OarbOf  ^'  from  a  distant  western 
land/'  Whether  this  de  garbo  represented  the  fine 
goat  hair,  from  the  Provence  and  Catalonia  sur- 
reptitiously used,  or  a  peculiar  kind  of  sheep  hair, 
I  am  not  prepared  to  say.  Di  garbo  became  in  Italian 
the  equivalent  for  ''  especial  refinement,"  hence  tunno 
di  garbOf  a  man  of  fine  bearing.  On  the  relation  of 
English  garb  and  similar  words  in  the  Romance  lan- 
guages I  now  need  no  longer  dwell  —  they  have 
nothing  whatsoever  to  do  with  the  commonly  ac- 
cepted derivations.  That  the  manufacture  of  camlets 
and  hence  the  use  of  the  fine  goat  wool  in  their  pro- 
duction was  due  to  Eastern  influence  is  evidenced 
by  the  presence  in  Paris  of  Saracen  carpet  makers, 
that  is  of  makers  of  carpets  in  the  Eastern  fashion,* 
and  Smirke'  is  probably  right  when  he  identifies 

*  **  Btattitnm  est  a  eonoillo  oomunia  bon.  quod  Ull  qui  venerunt  et  nune  sunt  )ii 
Civltate  IstA  et  nunc  ad  f adendum  pannum  Une  itve  pignolatum  slnt  Jmunes  a  publlola 
faetlonibus  per  XX  aimoe  a  tempore  quo  venerunt  Jn  bon.  ez  oauaa  predleta,  quod 
■tatutum  cepit  habere  locum  M.CC.  zHj  et  factores  panni  lane  teneantur  et  debeant 
faoere  fieri  bonum  pannum  de  bona  lana  et  pura  torta  et  proventa  de  pecudlbua  ot 
asnie,  et  de  non  allls  anlmallbua."    FratI,  op.  dt.,  vol.  1,  p.  494. 

*  Le  llvre  dee  m4tlere,  p.  108  ff . 

*  Andent  Conauetudlnary  of  the  City  of  Winohetter,  in  The  Arehaeologtoal  Journal, 
voL  Iz,  p.  80. 
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the  usHl  turs  of  the  Winchester  Consuetudinary  with 
a  Turkish  loom.  When,  however,  Italy  and  other 
countries  pressed  the  use  of  sheep  wool  in  the  manu- 
facture of  their  cloths,  the  old  Eastern  industrial 
expressions  became  unintelligible  and  were  often 
confused.  This  has  happened  with  tiretainef  of  whose 
vicissitudes  from  Central  Asia  to  Europe  I  have  dealt 
before,  and  to  this,  no  doubt,  is  due  the  confusion 
of  garbOf  wool,  that  is  fine  goat  wool,  with  wool  from 
GarbOf  a  coarse  product,  which  played  an  insignificant 
part  in  the  importation  of  wool. 

The  English  Grocer 

Gross  ^  defines  the  grocer  as  a  wholesale  dealer 
whose  dealings  probably  by  the  early  part  of  the 
fifteenth  century  became  limited  to  grocery  as  now 
understood.  The  Oorford  English  Dictionary  assumes 
a  similar  development  of  the  word,  and  relates  the 
two  senses  by  stating  that  ''  the  company  of  Grocers, 
said  to  have  been  incorporated  in  1344,  consisted  of 
wholemle  dealers  in  spices  and  foreign  produce,  hence 
probably  the  later  sense  2."  Not  less  confusing 
is  the  history  of  the  grocer  as  understood  by  Cim- 
ningham*:  ''The  pepperers  had  a  leading  share 
in  nominating  the  officials  who  were  admitted  to  the 
office  of  weighing  aver-du-pois,  and  in  1316  they  made 
ordinances  for  weighing.  Some  of  the  leading  men 
among  them  appear  to  have  been  of  Italian  origin, 
and  they  certainly  dealt  in  spices  and  other  goods 
which  reached  England  from  the  south  of  Europe; 
in  1315,  they  united  with  the  spicerers  in  forming 

s  The  Gild  Merchani,  Oxford,  1890,  vol.  1,  p.  128. 

*  W.  Cttnirtnghmn,  The  Growth  of  EngUah  Industry  vaA  Gommtroe  durtng  th* 
Bttriy  And  Middle  Aces,  Cambridce,  1905,  vol.  i,  pp.  323.  324. 
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the  Grocers'  company,  —  a  body  which  exercised 
a  predominatmg  mfluence  on  London  affairs  in  the 
latter  part  of  the  fifteenth  century.  They  may 
have  derived  their  name  from  the  popular  complaint 
against  them  as  engrossers,  but  it  seems  possible  that 
they  assumed  it  from  their  wholesale  transactions, 
en  groSf  or  even  from  their  dignified  office  of  weighing 
by  the  peso  grosso;  they  came  to  have  charge  both 
of  the  King's  and  the  wool  beam  —  the  statera  and 
the  trone." 

The  business  of  the  grocer  as  such  is  of  a  purely 
English  origin,  but  as  the  word  is  primarily  French, 
we  must  first  become  acquainted  with  its  application 
in  France.  In  Le  livre  des  millers  a  grossier  is  men- 
tioned among  various  workers  in  iron  ^  and  once  as 
some  kind  of  a  carpenter.*  It  stands  to  reason  that 
neither  artisan  produced  anything  at  wholesale,  which 
is  precluded  by  the  very  enumeration  of  the  workers, 
who  are  not  classed  as  retail  workers  as  against  the 
grossier.  The  conception  of  what  in  the  Middle 
Ages  constituted  retail  and  wholesale  is  so  variable 
among  economic  historians '  that  it  becomes  necessary 
first  to  establish  the  exact  connotations  and  uses  of 
these  words.  The  earliest  mention  known  to  me  of 
ad  detaUium  is  of  the  year  1207,^  where  the  older  chart, 
of  the  year  1199,  reads,   '^  eas  pacifice  vendant  ad 

t  Lellvredesmitien,  p.  38:  "  Marlachas.  Grelfiera,  HUumlerB,  Vellllera.Ob'MtMrt*'; 
p.  39:  *'  Fevre,  Marlacfaal,  Oronier,  et  Grelffier  et  HUiunlen  pueent  ovrer  de  nuts 
■*ll  leur  plaiat";  p.  254:  *'  Feyres,  Marlasaus,  Seniriera,  Grayfien  de  fier.  VelUiera, 
Heaumien,  Gtommp,  Couteltors." 

*  Ibid.,  P*  87:  '*  Item,  ne  pevent  ouvrar  ll  CharpenUer  (frouier  ne  Huohler  ne 
Hulaaler,  de  nuis." 

*  See  F.  Keutgen,  Der  GroeshaDdel  im  Mlttelalter,  In  Hanalaohe  GesehlchtablJltter, 
Jahrgang  1001,  Leipslg,  1902,  pp.  67-140. 

*  "  Praeterea,  predict!  dvee  cum  mercaturla  quecuroque  fuerini,  venlentee  In  do- 
numllB  nostrla,  potenmt  eas  Ucite  vendere  ad  detaUium  vel  alio  modo."  A.  Gizy, 
Lee  dtabllnements  de  Rouen,  Paris,  1885,  vol.  11,  p.  59. 
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deataUagiumJ'  ^  At  about  the  same  time  we  get 
ad  taUium  in  the  south  of  France  and  later  in  Lucca 
and  Siena.*  The  more  common  expression  in  Italy 
is  ritaglio  which  in  England,  where  very  many  comr 
merdal  terms  awe  their  origin^  with  the  commerce  in 
which  they  are  needy  to  Italy ^  and  not  to  France,  pro- 
duced the  word  retail.  *  It  is  obvious  that  the  ex- 
pression ad  retaglum  arose  in  the  cloth  trade  and 
referred  to  the  sale  of  pieces  cut  off  from  the  roll/ 
and  the  laws  quoted  above  show  that  the  foreign 
traders  were  jealously  kept  from  the  far  more  profitable 
and  desirable  '^  retailing  "  of  goods,  which  was  the 
special  privilege  of  the  native  merchant;  hence  in 
Pistoja  they  opposed  a  retail  cloth  dealer  to  one 
from  France.*    But  in  many  places  the  taglicUori  were 


>  Oth«r  early  eaaes  of  d  dHaii:  *'  A  oeb  qui  Tendent  d  tUtaii  eomme  dls  que  aolui- 
tent  por  revendie  **  (ann.  1220),  J.  Garnler,  Chartee  de  oommunee  et  rt'nffrinrhlBW 
menu  en  Bourcogne,  DlJon,  1868,  vol.  II,  p.  29;  '*  vendre  en  croe  pour  revendre  d 
ditoU  "  (ann.  1307),  Memolree  de  la  m>6kM  de  rhlttolre  de  Paria  e(  de  l*Ile-d»-Fhuuie, 
▼oL  tt,  p.  136  f. 

•  Necquis  eztraneos  pannoa  allquoe  In  hae  vlUa  vendere  debet  at  lalh'um,  nisi  eoa 
quoa  ad  ooUum  portoTerit  per  vUlam."  ConauMudinn  ntta§  Mantiapeuulant  (ann. 
1204),  In  A.  Teulet,  Layettea  du  Trteor  dea  ohartea,  Parta,  1863,  vol.  1,  p.  268.  *'  Pan- 
nl  vendutl  a  laUio.**  F  —  L.  PoUdort.  StotutI  aeneal  torittl  in  volgare  ne'  aeooU  XHI 
e  XIV,  Bologna,  1863,  toI.  i,  p.  280  (ann.  1202),  p.  226.  "  Ne  mereatonim  utilltaa  ad 
estraneoa  divldAtur,  deoemimua  atatiientea  quod  nullua  forenala  undeeumqiie  alt  .  .  . 
poadt,  audeat  ye!  preaumat  vendere  vel  vendl  faoere  per  ae  vel  allam  personam,  direete 
vel  per  obllquum,  allquam  mereadantiam  videlioet  aetam,  filugellum,  aendada,  aurunit 
orpdloa  vel  arginpeUoa,  ad  taUium  vel  ad  minutum  vel  minutatim,  vel  aliaa  mercatlonea 
ad  minutum  vel  minutatim,  et  mazime  lUaa  mercatlonea  et  meroea  quae  emeilt  In 
Civltate  Lucana,  distrietu  vel  fortia,  dlreote  vel  per  obllquum."  G.  Tommaai,  8om- 
marto  deDa  atorla  dl  Luooa  (Archivlo  atorloo  itallano,  vol.  z),  Flrenae,  1847,  Doou- 
mentl,  p.  62  (ann.  1308). 

*  **  Nullua  de  padu*  vendat  drapoa  novoa  ad  retaium  In  platea  oomunla."  Btatutl 
del  eomune  di  Padova  dal  aeoolo  XII  all*  anno  1285.  Padova,  1878,  p.  272  (ann.  1230). 
*'  Statulmua  quod  mereatorea  teneantur  non  emere  nee  emi  faoere  ab  aJllquo  forenae 
qui  venderet  vel  vendl  faoeret  pannoa  alllquoa  In  Bononla  ad  retaglum  .  .  .  non 
obatante  quod  forenaea  In  ferla  valeant  retaglare,"  A.  Gaudenai,  vol.  U,  p.  121  (ann. 
1204-72).  "  Fult  capta  para  quod  nullua  de  oetero  audeat  vendere  pannoa  ad 
retaglufn  In  allqu*  parte  In  Venedla,  nisi  In  stadonibua  oomunla  de  aubtua  ubl  ven- 
duntur  panni  ad  ntaglum"  Q.  Montioolo,  op.  dt.,  vdi.  1,  p.  187.  Thia  law  waa 
revoked  In  1304  (ibid.,  p.  103). 

«  **  Et  ut  non  vendant  vel  vendl  fadant  aut  oonaentlant  per  ae  vel  per  allum,  ullo 
modo,  allquem  acampulum,  vel  ritaUium  aeu  cantum  allcuiua  panni.'*  F.  Bonaini, 
Statuti  inedlU  della  cltt4  dl  Plaa.  Flrenae,  1857,  vol.  Ui,  p.  40. 

■  Tende  apoteearum  mercatorum  pannorum,  tam  de  franda,  quam  de  ritaUio,'* 
L.  Zdekauer,  Statutum  poteatatia  oomunla  Platoili  anni  1206,  Mediolanl.  1088,  p.  103. 
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identical  with  the  German  Gewandschneider,  as 
for  example,  in  Bergamo  *  and  in  Chiesa.*  We  find 
an  excellent  illustration  of  the  jealously  guarded  retail 
trade  in  a  letter  of  Margaret  of  Flanders  of  the  year 
1268,  in  which  she  asserts  the  rights  of  the  merchants 
of  Hamburg  to  keep  the  Flemings  out  of  the  retail 
trade.'  In  Parma  foreigners  could  sell  cloth  at  whole- 
sale or  retail  at  certain  fairs/  and  later  this  privilege 
was  extended  to  all  goods  and  for  any  time,  in  order 
to  draw  the  foreign  merchants  to  the  city.' 

One  would  think  that  the  expression  in  grosso  et 
minuto  corresponded  to  our  ''  wholesale  and  retail,'' 
but  that  would  be  far  from  the  mark.  Leaving  out 
of  consideration  the  meanings  for  grosstis  such  as 
"  big,  coarse,"  minutua,  "  small,  fine,"  •  we  shall 
confine  oursleves  to  the  definition  of  meanings  that 
can  throw  a  light  upon  the  meaning  of  gross  in  ^'  grocer." 
At  Brescia,  in  1251,  long  wool  was  considered  a  minute 
mercery,  while  fine  wool  and  cotton  were  gross  mer- 

>  Hist.  pftt.  mon.t  toL  svl,  ool.  9002  ff. 

*  Ibtd.,  vol.  zvU,  eol.  171  f. 

*  "  Prmeterea  mttreatoras  nortrl  PlandnnMS  apud  Hambmi  vlaa  afforsranon  pot»- 
rtnl  nee  Ibidem  ea  vendere  per  emphores  eeu  meneoime,  nee  pannoe  idndendo  eoe  per 
ulnae,  aeque  bona  alia  Tendere  partlculaiiter  per  numeratae  deneriatea,  nm  Aec  4« 
emiMi  §t  mareaierum  HambutgtiuiHm  proeetMril  voluntaU,*'  L.  QUUodte-Tan  Sevaran, 
Cartulaize  de  I'anclenne  eetaple  de  Bnicee,  Bnigee,  1904,  vol.  I,  p.  (3  f. 

4  •«  E(  Potestae  teneator  operam  dare  bona  fide  elne  fraode  quod  Flamengbl  et 
Fhinolgenee  veniant  In  dvitatem  Parmae,  et  drapoe  vendant  In  groeio  et  In  minuto 
quomodo  voluerint  In  Parma.**  Statuta  oommimis  Parmae  difesta  anno  1265,  Parmae, 
1856,  p.  61  (ann.  1226). 

■  *'  Item  omnee  meroadanoiae,  oujueoumque  eondltlonls  fnerlnt,  poealnt  dwA  ad 
elvHatem  Parmae,  et  ibi  vendl  m  gronum  §t  mimiium  per  quamllbet  personam  volentem 
venders,  non  obstanUbus  allqulbus  capltuUs  vd  StatutiB,  ut  major  vdMrtae  et  mellar 
numata  poesit  habere  In  elvltate  Parmae.'*  Statuta  oommunls  Parmae  ab  anno  1206 
•d  annum,  1304,  Parmae,  1857,  p.  68  f. 

*  *'  Vendens  animal  oroatum,  dabit  obolum  Toloee  pro  leuda,  de  poreo  vel  sue  pictam. 
de  anlmallbus  minuUt  nihil  solvet}"  (ann.  1241),  Ordonnanoes  des  Roys  de  Franoe, 
vol.  zv,  p.  424.  '*  Quod  nullus  maclster  vel  filacampus,  de  opera  groua  tel  da  tuptUa, 
audeat  oomparare,  campum  cum  restibus  oocaalone  Ipsum  revendendl.*'  I  cai^tolarl 
delle  arti  veneslane.  Ibid. ,  p.  102.  "  Croaaua  at  nUnutua  denarius,*'  StatutI  plsanl,  vol.  I, 
pp.  291,  292,  378. 
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oeries.^  In  a  fourteenth  century  law  of  Palermo,  cheese, 
meat,  wool,  flax,  hemp,  cotton  are  considered  gross 
goods.'  In  Venice  they  distinguished  between  specie 
grosse,  which  included  ginger,  cinnamon,  pepper, 
clover,  nutm^s,  cassia,  sandal-wood,  etc.,  and  specie 
menude,  such  as  scammony,  rhubarb,  manna,  aloes, 
turbith,  terebenthina,  etc.,'  and  early  in  the  fourteenth 
century  the  two  kinds  could  not  be  sold  by  the  same 
person,^  and  a  similar  provision  was  made  at  Florence.' 
In  France,  too,  en  gros  and  d  dilaU  have  not  the 
same  meaning  as  ''  wholesale "  and  ''  retail."  The 
chanevQcieTj  canvas-seller,  paid  no  customs  for  cloth 
sold  in  his  stall  or  in  the  King's  market  at  Paris  at 
retail,  except  the  usual  stall  duties,  but  had  to  pay 
an  obole  for  every  piece  bought  or  sold,  if  it  contained 
more  than  five  ells.  To  protect  the  native  dealers, 
the  stranger  merchants  from  Normandy  could  not 
cut  the  pieces  at  all,  but  had  to  sell  them  whole,  that 
18,  they  were  not  allowed  to  sell  d  ditaily  cut-off  pieces, 
but  had  to  sell  en  gros,  in  the  bulk.' 

*  **  Qood  mereathendlA  ffimiifa  tntdHffltur  oomunlter  galetum,  yd  lana  giow,  et 
hUB  ilmlllA.  MwcatbMidIa  groua  Intelllgttur  lana  subtllii  pannl,  et  bunbudum,  at 
hkt  ilmlllA.'*    HIM.  pat.  mon..  voL  xri,  ooL  1684  (109).    In  tbe  law  of  1313  "  eamft- 

"  to  addad  among  tha  mlnuta  meroathendla.    Ibid.,  eol.  1719. 

*  **Lieet  omnlbua  et  iiingMila  dTlbua  Panhormi  ponderare,  vaiidere,  et  emera 
eamea,  lanam,  linum,  eanapem,  euttonem  et  qoaeoumqua  merdmonla  gro§aa 

ad  pondua,  quod  dloltur  quarteronua."    Conitttutloiiea  ragni  Sidllae,  vol.  i.  Part  1, 
p.  ftSf. 

*  Calendar  of  State  Papen  and  Manusorlpta,  Venice,  Lendon,  1864,  voL  I,  p. 
CKnnrttff. 

*  **  Salvo  qood  lUe  peraone  que  habent  bolletam  vendendl  ad  ffMnulicm,  poadnt 
vendere  rea  oontentaa  In  ma  buUeta  adumodo  et  non  allaa  rea  q\ia  pertinent  ad  ape- 
dailam."    I  oap.  d.  art.  venea.,  vol.  I,  p.  168. 

*  **  Et  qood  nuUua  mereator  €ro$$uM  vel  alia  peraona  teneat  in  aua  apotheea  neo 
vendat  vel  vend!  fadat  piperem  minvium."    Lib.  Ill,  cap.  xxziv,  ibid. 

*  **  U  borne  forein  de  Nonnandle  et  d'ailleura,  qui  amdnent  tolllea  a  cbevd  a  Parte 
poor  vendre,  11  ne  pueent  ne  ne  ddvent  vendre  ou  marchiA  de  par  le  Roy  a  detail;  et 
ae  U  le  font,  il  perdent  toute  la  toile  qui  eat  dtiaittiU.  Et  ce  ont  orden6  U  preud'omme 
da  meatier,  pour  ce  que  li  Roya  i  perdolt  aa  oouatume;  quar  11  borne  forein  dolvent  de 
dtawrne  tolle  que  il  vendent  an  ffrot  obde  de  oouatume,  et  de  tout  ce  que  Ten  vent  a 
detail  ou  marohl6  le  Roy  Ten  ne  doit  que  obole  de  oouatume  de  tout  la  joum4e:  par 
col  II  Roto  aerdt  deoeu  de  aa  oouatume,  ae  li  home  forain  dtiaillaierU"  Le  livre  dea 
mMlen,  p.  121. 


266  QUABTERLY  JOURNAL  OF  ECONOMICS 

The  transition  from  the  idea  of  bulkiness  and  de- 
tached pieces  to  that  of  wholesale  and  retail  is  a  per- 
fectly natural  one,  and  this  change  has  taken  place, 
now  in  one  trade,  now  in  another,  according  to  its 
very  essence,  but  it  will  not  be  hard  to  show  that  even 
through  the  fourteenth  century  the  old  conception 
of   relative   bulk   predominated.    For   this   purpose 
we  shall  analyze  the  Ordinance  of  the  Fishmongers 
at  Amiens,  which  belongs  to  the  second  half  of  that 
centtuy.^    Strangers   who   brought   fish   to   Amiens 
could  sell  it  themselves,  either  en  groa  or  A  dStaU^ 
by  paying  a  certain  tax  for  the  hire  of  a  stall  (art.  1.) 
Fish  sent  in  by  outsiders  was  consigned  to  the  grosrier^ 
who  sold  it  en  groa  for  the  stated  fee  of  2  sous  per 
somme  (2).    Before  any  one  else  could  provide  him- 
self with  fish,  each  groasier  received  2  sommes,  and 
if  there  was  a  greater  abundance  brought  in,  the 
surplus  was  divided  out  equally  among  all  the  grossiers 
(8,  4).    There  were  similar  provisions  of  mutual  aid 
among  grossiers,  in  case  of  scarcity  of  fish  (5).    The 
paniers  of  fish  sold  en  groa  were,  as  to  full  measure, 
bought  at  the  risk  of  the  detail  merchants,  or  of  those 
who  otherwise  bought  them  (ou  par  autrez  qui  acheter 
les  volront)  (7).    No  fish  could  be  kept  over  to  the 
next  day  in  summer  or  two  days  in  winter,  (9-12), 
There  were  to  be  in  Amiens  14  sellers  of  fish  en  groa 
and  no  more  (18).    Similarly  there  were  to  be  but  24 
venders  d  d&ml  (19).    The  en  groa  price  was  by  the 
hundred,  but  the  merchant  had  to  sell  the  fish  at 
the  same  price  by  the  demicent,  the  quarteron,  or  the 
demi-quarteron  (22).    There  was  still  a  third  way 
of  trading  which  in  the  Ordinance  is  denominated 
d  hyer.    Apparently  the  groaaiera  or  the  importing 

1  A.  Thierry,  Recuell  dM  monunMnU  liukUU  de  rhistoire  da  Tien  £tat,  pramltee 
86rle,  tome  deiudAme,  Puis,  1858,  p.  130  ff. 
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fishmongers  sent  out  men  to  sell  for  them  for  a  stated 
wage  or  salary.  There  is  a  provision  that  a  taverner, 
a  cook,  or  any  private  person  could  neither  buy  nor 
sell  A  ditail  or  d  layer  (28,  30).  A  fislmionger,  pois- 
sonier,  could  sell  only  2  paniers  a  day,  unless  there 
was  a  great  abundance  in  the  market  (31).  Foreign- 
ers and  grossiers  could  sell  their  fish  en  groa  imtil 
the  second  bell,  after  which  they  had  to  give  it  A  loyer 
to  venders  who  sold  them  d  d&ml  (36). 

From  the  above  we  see  that  the  groasier  was  not 
a  wholesale  dealer,  but  more  nearly  a  commission 
merchant,  whose  chief  function  was  the  equitable 
distribution  of  the  fish  among  venders  and  others 
who  purchased  directly  from  him.  On  the  other 
hand,  the  foreign  merchant  who  brought  the  fish  to 
Amiens  was  privileged  to  sell  either  en  groa  or  d  dStail. 
Wherever  the  outsider  was  restricted  to  sales  en  groa, 
he  felt  it  as  a  distinct  discrimination  against  him, 
as  the  advantage  to  every  mediaeval  merchant  was 
entirely  on  the  side  of  the  retail  trade.  In  the  case 
of  such  perishable  goods  as  fish,  which  at  the  end 
of  the  day  had  to  be  thrown  away,^  it  was  more  prof- 
itable for  the  importing  fishmonger  to  dispose  of  it 
at  once  through  the  intermediary  groaaier.  This 
arrangement  proved  insuflScient,  for  beginning  with 
art.  28  we  have  what  apparently  is  a  later  addition, 
A  second  link  was  added  between  the  importmg 
fishmonger  and  the  retailer,  that  of  the  vender  selling 
for  the  fishmonger  or  groaaier  for  a  stated  wage.  The 
retailer  sold  in  small  quantities  or  even  by  the  pound, 
chopping  up  the  fish.  At  the  end  of  the  thirteenth 
century  the  fishvender  d  detail  was  distinctly  one  who 
cut  up  the  fish.*    He  merely  reached  the  poorer  people, 

>  Ibid.,  art.  49. 

•  Giiy.  op.  dt.,  p.  607:  "  Chil  Id  vent  porpols  d  dMaU  doit  talllier  le  eras  avoae  k 


If 
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and  was  more  like  our  modem  hawker.  That  all  the 
fish  did  not  reach  the  consimier  through  the  retailer 
is  evident  from  the  abnormal  relation  of  the  nimiber 
of  retailers  to  grossiers.  As  each  retailer  could  sell 
but  two  paniers  ^  a  day,  and  the  average  amount 
handled  by  a  grossier  was  two  horse-loads,  three  or 
four  grossiers  would  have  supplied  all  the  twenty-four 
venders  with  fish.  Consequently  the  vast  amoimt  of 
fish  on  hand  with  the  remaining  grossiers  was  either 
sold  by  means  of  the  venders  d  layer  or  directly  to 
restaurant-keepers,  tavemers,  and  hostelries,  and  many 
a  private  person  must  have  availed  himself  of  pur- 
chasing by  the  quarteron  or  demi-quarteron,  that 
is,  by  the  smaller  measures  or  quantities. 

It  can  be  shown  from  a  variety  of  sources  that  the 
grossier  was  frequently  dispensed  with  as  an  inter- 
mediary of  trade.  Thus  Philippe-le-Bel  in  1305 
provided  that  the  people  should  be  able  to  purchase 
their  victuals  at  the  same  price  as  offered  to  the  gros- 
siers.*  In  Le  r6le  de  la  taiUe  imposie  sur  les  habv- 
tants  de  Paris  en  1292,  *  the  grossiers  are  not  mentioned 
at  all,  obviously  because  they  not  yet  formed  a  dis- 
tinct class,  even  as  they  are  absent,  but  for  the  car- 
penter and  smith  grossiers,  from  the  Livre  des  metiers. 
In  1320  we  find  for  the  first  time  grossier  and  detaiUeur 
fishmongers  at  Paris,^  and  their  exact  meaning  is 
ascertainable  from  an  ordinance  of  the  year  1324, 
where  a  grossier  is  held  to  be  one  who  sells  in  the 

1  In  Puts,  a  panler  held  from  60-60  fresh  madcereb,  R.  de  T<niiptnmwn.  HlBtotie 
g6n£nJe  de  Puis.  vd.  i.  p.  411. 

*  "  Item  nous  voulons  et  ordenons  que  de  toutes  denr6es  venans  A  Paris,  puis  que 
eOes  seront  afeur6es,  UnU  le  oommun  en  puieee  avoir  par  tm  tel  prie  eomme  U  groeeiere 
lea  aeheUrent."    Ibid.,  p.  198. 

«  H.  G^raud,  Parts  sous  Phlllppe-le-Bel,  Paris.  1837. 

*  "  Item  que  nuls  ne  pulst  estre  (froeeier  et  detaitteur  de  la  melsme  marchandlse 
dudlt  meetlOT,  sur  palnne  de  Tamende."  R.  de  T4wplnswie,  Hist.  g6n.  d.  Paris,  toI.  I, 
p.  414. 
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name  of  a  foreign  merchant,  while  those  who  sell  on 
their  own  account,  by  the  hundred,  the  demicent,  the 
quarteron,  or  two,  three,  or  four  herrings  at  a  time 
are  held  to  be  detaiUeura^  Here  en  gros  means  the 
undivided  mass,  as  received  in  conmiission  from 
the  foreign  merchant,  and  the  privilege  granted  to  the 
detaiUeur  to  sell  by  the  hundredweight  only  accentuates 
the  fact  that  the  relation  between  the  two  is  not  the 
same  as  that  between  the  wholesaler  and  the  retailer, 
as  we  imderstand  it  today.  When,  therefore,  a 
law  of  Edward  II  of  the  year  1311  permits  no  grosser 
of  wine  to  be  tavemer  and  vice  versa,  the  grosser  is 
not  to  be  taken  as  a  wholesale  merchant,  but  only 
as  a  foreign  trader  who  sold  first  to  all  ''  goodmen,'' 
and  only  later  to  any  one  who  might  wish  to  buy."  * 
We  thus  find  in  England  the  same  conditions  as 
regards  the  conceptions  of  what  constituted  the  gross 
and  retail  as  on  the  continent,  and  the  law  just 
quoted  precludes  the  assumptions  of  the  economic 
writers  that  the  grosser  was  at  the  start  a  wholesale 
dealer,  and  the  explanation  given  as  to  the  origin 
of  the  grocer  falls  to  the  groimd. 

We  shaU  now  try  constructively  to  establish  the 
genesis  of  the  English  grocer.  One  of  the  most  fre- 
quently recurring  set  of  laws  in  Italy  in  the  thirteenth 


^  Iton  que  tous  oens  doudlt  mectler  qui  vendent  ou  nom  des  marohaaBs  fondnt 
loot  et  nront  tenus  pour  gro$tUnt  tant  aeuleinent,  et  oquIs  qui  yendent  par  oens,  par 
deml  eens  et  par  quarterone  et  par  deux  trole  ou  quatre  harem,  ou  nom  d*euU  et  par 
eub,  aont  et  aeront  tenus  pour  detoiUeun"    Ibid.,  p.  416. 

*  Et  avant  oeo  q'll  soyent  herbergies,  solt  chescon  tonel,  merdie  al  un  bout  et  al 
autre,  du  mei^e  du  gauge,  Isslnt  que  Taebatour  pulsse  apertement  veer  la  defaute  du 
toneL  Et  apres  oeo  qe  les  ryns  seront  berberges,  demoergent  en  pees  par  trots  Joun, 
isslnt  q'll  no  soyent  mustrea  ne  mys  a  yente  dedent  les  teoys  Jours,  s^ll  ne  solt  as  grants 
seignurs  et  as  autres  bones  gents,  pur  lur  estor  ou  pur  iur  user.  Et  apres  les  troys 
JouiB  vendent  as  totes  gents  ql  aohatler  les  vodront  et  deveront  solono  oeo  qe  anndene- 
ment  soloyent  fairs.  .  .  .  Et  que  nul  grouour  do  vyn  ne  solt  tavemer,  ne  nul  tavemer 
ne  solt  0roeseiir.'*  J.  Delpit,  Colleetlon  g6ni6rale  des  doouments  francals  qui  ss 
tronrent  en  Angleterre,  Pails,  1847,  p.  46. 


270  QUABTERLY  JOURNAL  OF  ECONOMICS 

century  is  that  which  deals  with  the  manner  of 
weighing  goods,  and  the  investigation  of  this  subject 
alone  would  demand  much  time  and  labor.  I  shall, 
therefore,  confine  myself  here  to  the  treatment  of  the 
same  laws  in  the  North.  That  they  are  derived  from 
the  Italian  laws  will  appear  from  philological  con- 
siderations alone.^  In  1280  Coimt  Guido  of  Flanders 
gave  the  merchants  of  Spain  and  Germany  who  visited 
Aardenburg  a  franchise  in  which  the  first  reference 
to  precise  weighing  is  found  in  the  North.*  The 
demand  that  the  hand  be  not  placed  on  the  weighing 
side  of  the  scales  was  in  1303  repeated  word  for  word 
in  a  franchise  granted  to  German  and  other  foreign 
merchants  in  England  by  Edward  I.' 

This  was  so  novel  a  departure  for  England  that 
Edward  I  next  year  repeated  the  injimction  literally 
in  a  letter  to  the  mayor  and  aldermen  of  London, 
insisting  that  the  privilege  of  equitable  weighing  be 
granted  to  the  foreign  merchants,  or  cause  be  shown 
why  the  City  of  London  did  not  comply  with  his  de- 
mand. To  this  the  answer  came  that  from  time 
immemorial  it  had  been  the  custom  to  weigh  in  favor 
of  the  purchaser  and  that  the  new  law  would  discrimi- 

>  The  first  mention  of  Just  weighing,  from  which  all  the  later  ones  are  derived,  is 
to  be  found  in  the  Theodoslan  Code  (Mommaen's  ed.,  p.  722):  '*  nee  pondera  deprl- 
mant  nuUo  examinis  Ubramento  servato,  nee  aequls  ac  paribus  suspenso  statere  mo- 
mentis." 

*  "  Que  11  marchant  aient  pols  de  balanchee  et  ke  U  peseres  poise  tout  en  fin  et  ke  II 
oste  see  mains  dou  pols  et  ke  11  marohans  u  autres  fire  lee  balanchee  de  le  main  «i  la 
molenne  de  la  balance,  parquoi  ele  ne  volae  plus  dune  part  ke  dautre,  et  ke  li  mar> 
ohans  puet  oontredlre  le  peseur  sans  rlen  mesfaire."  K.  HOhlbaum,  Hanslsohes 
Urkundenbuch,  Halle,  1876,  vol.  I,  p.  296. 

*  "  Item  volumus,  ordinamus  et  statulmus,  quod  In  qualibet  villa  meroatoria  et 
feria  regni  nostri  predict!  et  alibi  infra  potestatem  nostram  pondus  nostrum  in  oerto 
looo  ponatur  et  ante  ponderaolonem  statera  in  presencia  emptoris  et  venditorls  vacua 
videatur  et  quod  braohla  sint  equalia,  et  eztunc  ponderator  ponderet  in  equali,  et  cum 
atateram  posuerit  in  equali,  statim  amoveat  manus  suas,  ita  quod  remaneat  in  equali, 
quodque  per  totum  regnum  et  potestatem  nostram  unum  sit  pondus  et  una  menaura 
et  slgno  standard!  nostri  signentur."     Ibid.,  vol.  ii,  p.  16. 
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nate  againBt  the  citizens  of  London.^  But  the  King 
was  persistent  and  a  month  later  repeated  the  law 
and  called  the  mayor  and  aldermen  of  London  to 
account.* 

The  dispute  between  the  King  and  the  city  of  London 
lasted  until  the  year  1309,  when  an  amicable  arrange- 
ment was  made:  '^  Whereas  frequently  aforetime 
many  and  divers  contentions  used  to  arise  between 
foreign  merchants  selling  and  free  merchants  (mercato- 
res  privatos)  bujring  divers  goods  of  weight  (averia 
ponderis)  and  spices  which  used  to  be  weighed  as  well 
by  the  great  balance  as  by  the  small,  inasmuch  as 
there  was  uncertainty  in  the  draft  of  weight  (super 
tractu  ponderacionis),  for  that  the  weigher  gave  to 
some  more  and  to  some  less  as  was  reported;  for 
avoiding  and  removing  which  contentions  in  future 
it  was  agreed  the  day,  etc.,  by  Thomas  Romayn, 
the  Mayor  and  the  Aldermen,  and  with  the  assent  of 
Luke  de  Haverynge,  William  de  Bydik,  Ralph  le 
Balauncer,  Peter  Adrian,  William  le  Barber,  John 
Godelmynge,  Richard  de  Dorsete,  Richard  de  Spain, 
citizens  and  merchants  of  London,  and  John  le  Lung, 
Hildebrand  de  Nova  Ciuria,  James  Fisshe,  John  Pope, 
Richard  Sware,  Bertram  de  Coloigne,  John  de  Steme- 

*  *'  Modua  poadenuidi  averto  ad  dvltatem  Londonteasem  venlentlA,  a  tempora  quo 
■on  oztoi  memorta  tellB  exUtit  et  adhao  ezistlt,  quod  statera  trahat  venua  meltorem, 
hoe  eat,  veraus  rem  emptam  et  eodem  modo  venduntur  dlota  averia  archiepl80ox>la, 
iplaiiiHila,  oomttlbua,  baronibua  et  alUa  qulbuaoumque  in  dleta  otvitate,  bujuamodi 
aTeila  ementlbttat  et  lata  oooauetudlne  et  modo  ponderandl  anteceaaorea  noatrl  ual 
foeruDt  et  noa  haetenua  ual  aumua  ao  domlnua  rex  noater  llbertatea  et  llberaa  oonaue- 
Iwdlnea  noatraa,  quae  ex  ooneeaatone  protenitorum  auonim  regum  Anslle  habemua 
et  quibua  hue  uaque  ual  aumua,  nobla  per  eartam  auam  oonfirmaverit,  per  quod,  oon- 
auatudlxiea  dvltatla  aue  ualtataa  et  approbataa  per  conoeaalonem  extranela  mercatorl> 
bus  nune  faetam  In  dampnum  et  prejudldum  dvlum  auorum  et  etiam  magnatum  neo 
Bon  eommunltatla  rei^l  aul  mutare  non  poaalmua  neo  debemua:  preaertim,  cum  In 
earta  ela  facta  contlneatur,  quod  ponderatlo,  In  forma  in  dicta  carta  oontenta,  fiat  ubi 
OMitra  domlnum  lod  aut  libertatem  per  ipeum  domlnum  regem  vel  anteceaaorea  auoa 
eoneeaaam  iDud  non  fuerlt,  dve  contra  Tlllarum  et  feriarum  conauetudlnem  haetenua 
approbatum."  Delplt.  op.  dt..  p.  40.  A  tranalatlon  of  thla  la  to  be  found  In  R.  R. 
Sharpe,  Calendar  of  Letter-Booka,  Letter-Book  C,  London,  1001,  p.  127  f. 

•  Ibid. 
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berwe,  Henry  de  Colon',  Lambekyn  Heved,  Roland 
de  Colonia,  Henekin  atte  Nwe,  merchants  of  Almaine, 
and  John  de  Pitleacre,  Francis  de  Gene,  Antonin  de 
Gene,  John  de  Cotesawe,  Nicholas  de  la  Spade,  Bar- 
tholomew Lespicer,  John  de  Perem,  Ymbert  de  Luka, 
Peter  le  Rous,  and  Chonel  de  Lnka,  merchants  of 
Lombardy  and  Provence,  that  all  merchandise  of 
weight  (mercandise  (werii  ponderis),  as  of  wax,  almonds, 
rices  (riseis),  copper,  tin,  and  the  like,  which  are 
weighed  by  the  balance,  shall  for  the  future  be  weighed 
evenly;  that  the  weigher  remove  his  hands  therefrom, 
so  that  the  weigher,  when  he  weighs,  in  weighing 
place  the  balance  even  and  remove  his  hands  there- 
from, so  that  neither  to  the  seller  nor  to  the  buyer 
he  shall  appear  to  give  or  take  anything  but  what  is 
fair  in  any  way;  and  that  each  himdred  of  such  grosses 
(grossis)  of  aver  de  pois  (averii  ponderis)  shall  contain 
112  pounds,  and  each  hundred  of  small  spices,  viz., 
ginger,  saffron,  sugar,  maces  (mazis),  and  others  of 
the  kind  which  are  sold  by  the  pound  (per  libram), 
shall  contain  104  pounds.  And  the  weigher  was 
enjoined  not  to  weigh  otherwise  under  penalty  of 
imprisonment,  etc.  And  further  it  was  forbidden 
that  any  merchant,  stranger,  or  free  (privatus),  should 
sell  or  buy  otherwise  than  by  the  balance,  and  not 
by  retail  (ad  detail'),  under  penalty,  etc.  Saving 
always  the  estate  of  the  lord  the  King  and  of  his 
Wardrobe  when  they  wish  to  weigh  that  they  weigh 
as  before  has  been  accustomed,  if  they  please,  until 
it  be  ordained  otherwise  by  the  King  himself  and  his 
Ck>unsel,  etc.  And  this  ordinance  was  made  on  Monday 
the  eve  of  St.  Martin  [11  Nov.],  the  third  year  of  the 
reign  of  King  Edward,  son  of  King  Edward  [a.d. 
1309]."  » 

1  Letter-Book  D,  p.  209  f . 
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It  is  clear  enough  that  the  grocers  were  those  who 
sold  the  grosses^  as  mentioned  above,  and  that,  at 
least  popularly,  they  were  so  named  from  the  law  of 
1309.  Indeed,  the  first  mention  of  a  grocer  is  from 
the  year  1310:  ''John  Gut'  grosser  (grossarvus)  of 
Soperslane."  *  Formerly  they  were  called  pepperers; 
now  the  name  of  grocers  slowly  supersedes  the  older 
appellation.  In  1312  pepperers,  corders,  ironmongers, 
apothecaries,  and  others  are  included  among  those 
who  busy  themselves  with  aver  de  pois  (se  intro- 
mittunt  de  averio  ponderis).'  In  1345  the  Mistery 
of  the  aver  de  pois  (mester'  averii  ponderis)  apparently 
included  all  the  above-mentioned  ones,  tho  Sharpe 
speaks  of  them  as  pepperers.'  In  1319  Thomas  de 
Enefeld  is  called  a  pepperer,^  in  1328  he  is  chosen 
into  the  Mistery  of  Grocers,*  and  in  the  place  of  the 
spicerers  we  at  the  same  time  hear  of  apothecaries, 
and  again,  in  1376,  London  had  a  mayor  who  was  a 
pepperer,  and  a  sheriff,  a  grocer.* 

The  forestalling  of  commodities  is,  of  course,  older 
than  the  origin  of  the  grocers,  so,  for  example,  the 
City  of  Lincoln  in  1315  asked  for  a  remedy  agamst 
the  merchants  who  bought  up  fish  and  other  eatables 
and  wares  and  then  sold  them  to  the  people  at  an 
enormously  increased  price.^  In  1363  the  same  com- 
plaint is  directed  against  the  merchants  called  grocers 
because  of  their  engrossing  all  kinds  of  vendable 
goods    (les    Marchantz    nomez    Grossers    engrossent 

>  LeCtar-Book  B.  p.  2fi0. 

•  Letter-Book  D.  p.  296. 

•  Letter-Book  F,  p.  127. 

•  Letter-Book  E,  p.  120. 

•  IbliL,  p.  232.    But  all  theae  naniee  ■hould  be  verified,  as  It  le  not  dear  from 
Sliarpe'a  use  of  the  worda  wbat  the  oridnal  may  have  been. 

•  Ibid.,  p.  288. 

^  RoDa  of  Pladlament  I,  p.  290. 
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toutes  maneres  de  Marchandies  vendablee)  S  but 
it  is  absurd  to  assume^  as  has  been  done  by  philologists 
and  economists,  that  the  grocers  were  called  so  from 
their  engrossing  wares.  The  opposite  supposition 
would  have  been  nearer  the  truth,  but  in  reality  the 
relation  between  grocer  and  engross  is  as  real  as  that 
between  "  broker  "  and  "  break,"  or  "  broker  "  and  broc 
"  the  tap/'  as  has  been  suggested  by  the  Oxford  Eng- 
lish Dictionary.  My  task  is  done  as  far  as  the  ascer- 
tainment of  the  origin  of  the  word  grocer  is  concerned, 
«*-  the  subsequent  history  of  the  grocer  belongs  to  eco- 
nomic history  proper.*  But  I  still  have  the  important 
problem  before  me  of  elucidating  the  origin  of  the 
grocer's  trade  and  of  explaining  a  niunber  of  terms 
connected  with  it,  such  as  avoir  de  pois,  statera,  grossum, 
for  which  one  would  in  vain  look  for  proper  treat- 
ment in  dictionaries  and  economic  histories. 

At  the  end  of  the  ninth  century  Leo  the  Wise  of 
Byzantium  published  an  edict  on  the  corporations 
of  Constantinople  *  which  is  a  precious  relic  by  which 
the  origins  of  mediaeval  trades  may  be  ascertained. 
The  chapter  on  the  r^raters  (o-oASofuipuH)  ^  runs  as 
follows:  "The  regraters  shall  open  shops  (ipyaimipia) ^ 
throughout  the  city,  in  the  streets  and  villages,  so 
as  to  make  it  easy  to  find  those  things  which  are 
needed  for  the  sustenance  of  life.  Let  them  sell  meat, 
dried  fish,  flour,  cheese,  honey,  oil,  every  kind  of 

»  Ibid.  n.  p.  277. 

>  J.  A.  Klngdon,  tn  hia  Faoalmile  of  First  Volume  of  M8.  ArehlvM  of  the  Wor> 
ahipful  ComiMuiy  of  Grooera  of  the  City  of  London  [London],  1886,  Part  I,  p.'  14,  com- 
pletely overlooks  the  laws  of  1303,  1306,  and  1309,  and  so  distorts  the  origin  of  the 


*  Le  Uvro  du  pi4fet,  public  par  J.  Nicole,  Gendve,  1893,  In  M^molres  de  riutttut 
national  genevols,  vol.  xvlU. 

*  Ibid.,  p.  47.  f. 

*  On  the  relation  of  this  word  to  rtgrattrt  see  my  Byaanttnlsehes  I,  In  Zelteohilft 
for  romanlsohe  Phllologle,  1910. 
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vegetables,  butter,  dry  and  liquid  pitch,  resin,  hemp, 
flax,  gypsum,  vessels,  tubs,  nails,  and  all  other  things 
which  are  sold  by  the  steelyard  (iea/i«avoi«)  and  not 
by  the  balance  (Xvyois).  They  are  not  permitted 
to  deal  in  other  goods,  of  the  spicerers  (/tvpc^uc^v), 
soapchandlers,  linendrapers,  tavemers,  or  butchers, 
in  any  shape  or  manner.  ...  If  a  regrater  be  caught 
playing  a  trick  in  selling,  or  increasing  the  established 
price,  let  him  be  fined  ten  nomismata.  .  .  .  The 
r^raters  should  watch  the  imported  wares,  such  as 
appertain  to  them,  so  that  one  not  belonging  to  their 
corporation  who  may  store  them  up  against  a  time 
of  scarcity  be  pointed  out  to  the  prefect  and  punished 
by  him.  Regraters  should  sell  their  wares  at  retail 
(kewroiupm)  in  such  a  way  as  to  gain  no  more  than 
two  miliarisia  on  each  nomisma.  If,  however,  upon 
examination  of  their  weights,  it  be  found  that  they 
have  gained  more,  they  should  be  beaten  and  shaved 
and  forbidden  to  ply  their  trade." 

The  regulation  of  the  spicerers'  trade  is  as  follows  ^ : 
"  Every  spicerer  should  have  his  own  place,  without 
tricking  his  neighbor.  Let  them  so  treat  one  another 
that  the  goods  be  not  lowered  in  price  or  too  much 
divided  up  by  some.  Let  them  not  have  any  regrater's 
or  other  vile  wares  in  their  shops,  for  there  is  no  union 
between  ill-smelling  and  well-smelling  things.  Let 
them  sell  pepper,  spikenard,  cinnamon,  Ugnaloe, 
amber,  musk,  incense,  myrrh,  balsam,  and  all  other 
things  which  pertain  to  the  spicerer's  and  dyer's 
trade.  .  .  .  Let  them  not  accumulate  the  wares 
for  the  sake  of  making  profit  in  time  of  dearth,  nor 
immoderately  increase  the  price.  Nor  may  the  mer- 
chants who  import  them  stay  longer  than  three  months, 
but  they  must  return  home  as  quickly  as  they  have 

*  IbkL,  p.  41. 
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sold  their  wares.^  .  .  .  None  of  them  is  permitted 
to  buy  steelyard  or  regrater's  wares  (leofiTanicor  f 
aaXSafMoptKov  cZSof),  but  Only  those  which  are  bought 
by  the  balance."  * 

Species  makes  its  appearance  in  Late  Latin  in  the 
sense  of  "  goldware,"  '*  clothes,"  and  "  spices."  In  all 
of  these  meanings  it  is  the  translation  of  Greek  JS09, 
which  is  frequently  met  with  in  the  pap}rri  from  the 
second  century  on,  and  in  the  sense  of  "  spices  "  it 
is  recorded  by  Stephanus  from  Hippocrates,  in  the 
fifth  century  B.C.  I  suspect  that  in  this  latter  sense 
it  is  an  Eastern  trade  word,  either  a  translation  or 
adaptation  of  some  foreign  word,  and  I  tentatively 
suggest  Chinese  wei-lei,  lit.  the  smelling  kind,  aromatica 
species,  the  conunon  word  for  spices,  as  the  basis 
for  cTSos.  This  c28o9  refers  in  our  Byzantine  source 
to  the  wares  of  the  spicerer  as  well  as  the  regrater,* 
but,  as  in  the  East,  so  in  Byzantium,  the  first,  being 
precious,  were  weighed  with  the  more  delicate  balance, 
whereas  the  latter  were  weighed  by  the  less  precise 
beam  of  unequal  arms,  hence  the  Venetian  division 
of  Eastern  goods,  more  particularly  spices,  into  specie 
grosse  and  specie  menudCy  and  thus  grossum  came  to 
be  identified  with  the  less  costly  spices  and  victuals. 

1  This  rattrictlon  acainst  the  foreign  merehant  la  unlreraal  thioughoirt  the  early 
Middle  Ages,  henoe  the  orlgiii  of  the  Hare  de  drap.  Here  la  Que  atrtldnc  oaae  of  the 
end  of  the  thirteenth  century  In  Eng^d:  *'  It  petunt  quod  Rex  appon*  remedlum  da 
eo  quod  allenlgene  Meroator*  domlnantur  et  dltantur  de  Meroandlala  In  Clvlt'  et  dvea 
depauperantur,  qui  onera  auatinent  quottena  neeease  eat:  non  enlm  oonaueverant 
morar'  ultra  quadraglnta  dlea.  Infra  quoa  aolebant  vendere  allia  de  regno,  qui  de  luoro 
Ylvebant,  Et  nunc  eztranel  Ulud  lucrum  aaportaTcrunt.  —  Res  Intend*  quod  Meroir 
torea  extranel  aunt  ydonel,  et  utU'  Magnatlbua,  et  non  habet  oonaUlum  eoa  ezpettendl  *' 
(ann.  1290).    RoUa  of  Parliament,  vol.  1,  p.  55. 

*  The  chandlera,  ^oapehandlera*  and  hog  merohanta  alao  uaed  ateelyarda. 

>  In  the  Rhodlan  Law  (W.  Aahbumer.  The  Rhodlan  Sea-Law.  Oxford.  1000,  p.  86). 
eZSot  haa  the  meaning  of  goods  tranaported  by  a  ahlp;  In  the  Baalllca  lib.  XI,  tit.  U 
(ed.  Helmbaeh,  vol.  I,  p.  681),  rpA^HfUL  ddii  la  translated  by  "  apedea  ad  viotom 


ti 


ECONOMIC  HISTORY  AND  PHILOLOGY  277 

The  name  of  aver  de  pais  applied  to  such  spices  and 
victuals  has  arisen  through  a  series  of  translations 
or,  rather,  mistranslations.  Recent  studies  on  the 
weights  of  the  Middle  Ages  ^  contain  some  serious 
oversights  on  account  of  the  misconception  of  what 
constituted  a  pondus.  While  it  is  quite  true  that 
in  Carlovingian  times  a  pondus  became  in  some  way 
identified  with  the  libra^  the  pound,  this  was  not 
universally  the  case.  It  either  preserved  the  classical 
meaning  of  ''  weight,  burden ''  or  more  often  became 
identified  with  the  weighing  machine  and  its  system 
of  relative  weights.  When  a  charter  of  the  year 
1185  says,  ''  tres  librae  cerae  ad  parvum  Pandits, 
vel  una  ad  magnum  Pondus"  *  it  is  obvious  that  the 
large  and  small  beams  are  meant,  and  that  the  large 
beam  in  this  case  had  its  arms  in  proportion  of  1  to  3. 
So,  too,  pondvs  means  the  great  beam  in  ''  et  etiam 
pondvs  nostrum  de  Antissiodoro  (in  perpetuum  et 
gratis  donamus.''  *  At  Montpellier  the  lowest  weight 
of  the  pondus  was  8i  lbs.,  ''  unum  certum  pondus,  pon- 
derans  octo  libras  et  dimidiam."  ^  The  same  meaning 
was  given  in  Sicily  to  pondus,*  with  which  cheese,  meat, 
wool,  flax,  hemp,  cotton,  and  all  other  grass  wares  were 
to  be  weighed.  This  pondus  was  there  also  called 
quartaranus,  quarantena,*  cantaro.  But  the  cantara  is 
not,  as  is  generally  supposed,  identical  with  the  cenr- 
tenarium.    In  Genoa  some  things  were  early  in  the 


1  B.  HllUger,  Stodien  lu  mltteUlteriichen  Maaasen  nod  G«wlohten,  in  HlstoTtoelw 
yiertdjahrsebiift,  UI  (1900);  P.  GuUhiermos,  Note  sur  les  polda  du  moyen  ace.  In 
BibllothdqiM  de  Tteole  dea  chartea.  LXVU  (1006). 

I  Dv  Canfle,  aob  pandut. 

*  Germain,  op.  elt..  p.  300  (ann.  1290). 

«  GsUa  ehriatlana,  vol.  It,  Inatnimenta,  ooL  102. 

*  See  above,  p.  265,  n.  2. 

*  G.  Reiaaoo,  Diaionario  dd  Hngiiagglo  italiano  storioo  ed  ammlnlstratlTo,  Firenae, 
1881,  aob  eonlonita. 
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twelfth  century  weighed  by  the  caniarius,  while  others, 
apparently  grosser  goods,  by  the  centenariumj  or  hun- 
dredweight.^ According  to  a  tariff  of  the  year  1204  a 
threefold  distinction  is  made,  for  some  goods  are  sold 
by  the  cantarius,  others  by  the  centenarium,  others 
again  by  the  poimd.*  In  addition,  there  are  also  other 
names  for  the  beam,  rUbuSf*  spola,^  crista,*  and  the 
French  and  English  trone,  which  need  to  be  investi- 
gated«  The  usual  equivalent  for  pondus  was  pensum 
so  that  averium  panderia,  which  is  an  exact  transla- 
tion of  the  jca/mnjcor  cZSo«  of  the  Edict,  is  rendered  in 
French  as  aver  de  pois,  Italian  avere  di  peso,  that  is, 
what  originally  meant  '^  the  goods  of  the  beam  '* 
came  to  be  identified  with  their  manner  of  weighing. 
A  far  more  conunon  name  for  the  beam  was  Lat. 
statera,  Italian  stadera,  from  which,  no  doubt,  Middle 
English  stiUere,  steUere,  English  stedyard,  is  derived. 
Thus,  the  history  of  grocer,  retail,  steelyard*  shows 
that  the  grocer's  trade  in  England  is  chiefly  due  to 
the  activity  of  Italian  merchants,  and  that  the  Italian 
grocer's  trade  itself  was  derived  directly  from  By- 
zantium. 

Leo  Wiener. 

Habtabd  Unitbbsitt. 

1  Hisi.  p*t.  mon.,  vol.  Til,  oola.  71,  72,  513. 

s  **  De  omnlbttt  mereibut  que  renduntur  ad  pensum  eanUxrii  at  omtefiartf,  da 
omnibus  merdbua  et  apaelebua  que  uenduntur  ad  pentom  libra."  Ibid.,  ooL  m. 
For  yarloui  weight  value*  of  cantariu9  and  evUtnarium  aee  Schaube,  op.  olt.,  p.  814  ff. 

>  Ibid.,  eola.  68,  71,  103,  vol.  zvl,  eol.  3001. 

«  Ibid.,  vol.  zvl,  ool.  2001. 

*  Ibid.,  vol.  vll,  ool.  202. 

*  See  also  the  history  of  the  apotheeary  and  resrater  In  my  Byianttnlaches. 
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—  V.  Natural  advantages  of  location,  291.  —  1.  Natural  advan- 
tages due  to  lower  costs,  294.  —  2.  Natural  advantages  due  to  dis- 
tance, 303.  —  3.  Group  rates,  307.  —  4.  Natural  advantages  due 
to  competition,  314.  —  VI.  Competition  as  a  factor  in  rate  making, 
317.  —  1.  Competition  between  carriers  subject  to  and  those  not 
subject  to  the  act  to  regulate  conunerce,  319.  —  2.  Competition 
between  carriers  subject  to  the  act,  323.  —  3.  Competition  between 
places  or  sections,  329. 

IV.  Distance 

Distance  as  a  factor  in  rate  making  is  of  impor- 
tance only  as  it  affects  the  cost  of  transportation.  It  is, 
of  course,  never  true  that  costs  are  in  exact  proportion 
to  the  distance,  but  it  is  true  that  the  greater  the 
distance  freight  is  transported,  the  greater  is  the 
cost  of  carrying  it.  We  might,  therefore,  have  rightly 
considered  distance  under  the  heading  of  cost  of 
service.  But  owing  to  the  emphasis  which  the  Com- 
mission has  often  placed  upon  it  as  an  element  in  rate 
making,  as  well  as  because  there  is  a  respectable 
school  of  economists  and  publicists  who  believe  that 
distance  should  play  a  larger  part  in  rate  making 
than  railway  men  are  inclined  to  accord  to  it,  we 
shall  here  give  it  separate  treatment. 

The  original  members  of  the  Commission,  very 
soon  after  they  had  begun  their  work,  made  it  plain 
that  they  had  no  intention  of  adopting  distance  as 
the  sole  measure  of  the  reasonableness  of  a  given 
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rate.  In  the  case  of  the  La  Crosse  Manufacturers' 
&  Jobbers'  Unum  v.  the  Chicago,  Milwaukee  &  St. 
Paul  Railway  Company  et  al.\  complaint  was  made 
to  the  general  effect  that  rates  on  certain  conmiodities 
were  not  m  proportion  to  the  mileage  covered  by 
their  transportation.  To  this  complaint  the  Com- 
mission made  answer  as  follows:  — 

It  is  a  matter  of  general  history  that  when  the  act  to  regulate 
commerce  was  pending  in  Congress  the  mileage  basis  was  suggested 
but  not  adopted.  Many  circumstances  sometimes  enter,  and 
sometimes  compel  a  carrier  to  make  rates  on  one  line  propor- 
tionately less  than  are  made  oh  another.  The  volume  of  business, 
the  strength  of  competing  forces,  the  direction  of  traffic,  the  con- 
venience of  exchange,  the  relations  of  carriers  to  each  other,  and 
a  multitude  of  other  circumstances,  have  or  may  have  an  impor- 
tant bearing. 

While  thus  disclaiming  any  desire  to  put  in  force 
a  distance  tariff,  the  Commissioners  have  made  it 
equally  plain  that  distance  as  an  element  in  fixing 
railway  charges  must  not  be  disregarded  by  carriers, 
and  that  upon  the  railroads  rests  the  responsibility 
of  justifying  departures  from  the  rule  that  rates  should 
increase  with  the  distance  travelled.  "  Distance  is 
not  always  the  controlling  element  in  determining 
what  is  a  reasonable  rate/'  say  the  Conm:iissioners, 
''  but  there  is  ordinarily  no  better  measure  of  railroad 
service  in  carrying  goods,  than  the  distance  they  are 
carried."  * 

The  Conmiissioners  do  not,  of  course,  mean  by  this 
statement  that  rates  should  ordinarily  be  proportional 
to  distance.  To  fix  rates  in  this  fashion  would  be  to 
disregard  the  very  obvious  fact  that  the  terminal 
expenses  remain  the  same  whether  the  freight  is 
transported  one  mile  or  many  miles.    The  general 

1  1  L  C.  C.  Rep.  020;  2  I.  C.  R.  9. 

*  Abbott  ▼.  East  Tenn.,  Va.  A  Ga.  R'y*  Co..  8  I.  C.  C.  Rep.  220;  2  I.  C.  R.  009. 


RAILWAY  RATE  THEORIES  281 

rule  to  be  applied  in  determining  the  extent  to  which 
distance  should  cause  an  increase  in  the  railway  rate 
has  been  repeatedly  set  forth  by  the  Commissioners 
and  it  shows  very  clearly  that  these  gentlemen  attach 
importance  to  distance  only  so  far  as  it  reflects  cost 
of  service.  An  explicit  statement  of  the  fact  that 
distance  as  an  element  in  transportation  owes  its 
hnportance  to  cost  of  service  is  found  in  a  case '  where 
the  complainants  urged  in  behalf  of  their  claim  the 
general  principle  accepted  by  the  Conmiission  that 
the  ratio  of  rates  should  decrease  with  the  increase 
of  the  distance  travelled.  In  answer  to  this  the  Com- 
missioners said:  — 

This  principle  is  generally  acknowledged  when  the  rates  are  based 
upon  distance  and  cost  of  handling  and  are  not  affected  by  other 
modifying  conditions,  and  its  justice  arises  from  the  very  obvious 
fact  that  the  expense  of  transportation  does  not  increase  in  pro- 
portion to  the  distance,  many  of  the  elements  which  unite  to 
make  up  the  cost  of  handling  freight  being  the  same  whether 
the  terminal  points  be  more  or  less  widely  separated. 

When  we  turn  to  a  consideration  of  the  cases  in 
which  the  Commission  has  made  use  of  distance  as 
an  important,  if  not  controlling,  element  in  fixing 
rates  we  find  that  these  cases  naturally  fall  into  two 
groups:  (1)  Those  in  which  the  general  rule  is  followed, 
that  as  distance  increases  the  aggregate  charge  should 
increase  but  the  ton-mile  rate  should  decrease;  (2) 
those  in  which  the  importance  of  distance  as  a  factor 
in  rate  making  is  admitted,  but  the  general  rule  stated 
above  is  modified  to  meet  certain  conditions  and 
circiunstances. 

I  lineoln  Board  of  Tradev.  Barilncton  k  MlSMUrt  Rlv«r  R.  R.  Co.  et  al.,  2  L  C.  C. 
Rafk  147;  2 1.  C.  R.  05.  Of.  the  rimllar  ftoteiDent  In  W.  B.  Farrar  ▼.  East  Tenn., 
Va.  d  Ga.  R*y.  Co.,  1 1.  C.  C.  Rep.  480. 
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1.   Rates  Increase  wWi  Distance 

A  case  which  may  be  regarded  as  typical  of  the 
entire  group  is  that  of  The  Commercial  Club  of  Omaha 
V.  The  Chicago,  Rock  Island  &  Pacific  Railway  Comr 
pany  et  al.^  Omaha  and  ICansas  City,  it  was  shown, 
were  competitors  for  the  trade  of  the  west,  southwest 
and  northwest.  Because  of  this  competition  these 
cities  received  the  same  rates  to  and  from  most  points 
in  their  common  territory.  For  this  reason  it  was 
claimed  on  behalf  of  Omaha  that  she  should  receive 
the  same  rates  to  certain  points  in  Texas  as  were 
given  to  her  rival,  altho  Omaha  is  about  195  miles 
farther  from  these  Texas  towns  than  is  Kansas  City 
and  traffic  to  and  from  Omaha  must  pass  through 
Kansas  City. 

The  Commissioners  did  not  discuss  the  question 
as  to  whether  Omaha  and  Kansas  City  were  entitled 
to  the  same  rates  to  other  points  but  they  held  that 
the  existence  of  such  equality  in  rates  constituted 
no  reason  why  distance  should  be  ignored  in  fixing 
rates  to  the  Texas  towns.  They  declared  that  carriers 
had  "  no  right  to  disregard  distance  and  natural 
advantages,  in  order  to  bring  about  commercial 
equality,"  and  they  cited  their  earlier  decisions  to 
show  that  this  had  always  been  the  attitude  of  the 
Commission.  Some  of  the  complainants  had  admitted 
that  the  rate  to  Kansas  City  from  the  Texas  towns 
was  a  reasonable  one  and  the  Comimissioners  said 
that,  if  this  were  so,  ''  the  charge  of  the  same  rate 
for  the  continuous  haul  195  miles  farther  on  to  Omaha 
would  make  no  allowance  for  the  expense  and  value 
of  that  additional  service." 

1  6  I.  C.  O.  Rep.  647. 
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Competition  of  the  same  sort  was  found  to  exist  ^ 
between  Cincinnati  and  Louisville  in  the  distribution 
of  merchandise  to  points  in  the  south  and  south- 
west. Cincinnati  complained  that  differential  rates 
of  from  two  to  ten  cents  per  100  pounds  were  given 
to  Louisville  as  compared  to  Cincinnati  and  that 
this  constituted  an  undue  preference  in  favor  of  Louis- 
ville since  the  two  towns  were  rival  distributing  centers. 

The  carriers  defended  the  differentials  on  the  fol- 
lowing grounds:  (1)  Cincinnati  being  on  the  north 
bank  of  the  Ohio  river,  the  expense  of  crossing  the 
river,  sometimes  on  toll  bridges,  made  it  justifiable 
to  charge  her  higher  rates  than  were  given  to  Louisville 
on  the  south  bank  of  the  river.  (2)  The  distance 
from  Cincinnati  to  the  south  and  southwest  was 
greater  than  from  Louisville.  (3)  Cincinnati  enjoyed 
a  better  freight  rate  than  did  Louisville  on  goods 
brought  from  the  east  and  could  therefore  afford 
to  pay  a  higher  rate  on  these  articles  when  they  were 
sent  forward  for  distribution. 

The  first  point  made  by  the  defendants  had  to 
do  directly  with  cost  of  service  and,  altho  it  was  recog- 
nized by  the  Commissioners  as  legitimate,  we  need 
not  now  consider  it.  Concerning  the  second  argument, 
the  Conmiissioners  said :  — 

It  18  undoubtedly  true  that  there  are  many  instances  in  which 
the  element  of  distance  may  be  overcome  by  other  considerations, 
but  it  is  equally  true  that  this  Commission  has  always  insisted 
that  distance  was  an  important  element  in  the  determining  of 
rates,  and  in  ike  absence  of  other  influences  a  controlling  element. 
No  circumstances  are  shown  by  the  complainants  which  should 
eliminate  that  element  from  consideration,  or  counteract  its  in- 
fluence. 

The  Commissioners  did  not  recognize  the  third 
argument  made  by  the  defendants  as  legitimate,  but 

i  Fretght  Bureau  of  Clnolanatl  Chamber  of  Ck>inineroe  v.  Cin.,  N.  O.  A  Tex.  Pao. 
R.  R.  Co.  et  al.,  7  I.  C.  C.  Rep.  180. 
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their  answer  nevertheless  serves  to  emphasize  the 
importance  attached  to  distance  as  a  determining 
factor  in  this  case. 

We  do  not  give  much  weight  to  this  consideration,  as  Cincinnati 
is  entitled  to  the  benefits  of  location;  the  fact  that  it  enjoys  ex- 
ceptional advantages  in  one  respect  is  no  reason  why  it  should 
be  subject  to  discrimination  in  some  other  respect.  If  Cincinnati 
by  reason  of  its  situation  can  obtain  a  better  rate  than  Louisville 
upon  merchandise  which  it  brings  in  for  distribution  to  this  southern 
territory,  that  is  the  good  fortune  of  Cincinnati  and  affords  no 
excuse  for  an  unjust  rate  upon  merchandise  when  shipped  out. 
There  is,  however,  a  degree  of  justice  in  the  claim  that  the  same 
rule  which  is  applied  in  favor  of  Cincinnati  in  respect  to  incoming 
freight  should  be  applied  against  it  on  outgoing  freight  and  that 
if  it  obtains  the  cheaper  freight  rates  because  of  being  situated 
near  the  source  of  its  supplies,  it  ought  in  the  same  manner  to 
pay  a  higher  rate  by  reason  of  the  fact  that  it  is  further  from  the 
territory  in  which  it  sells. 

In  spite  of  the  emphasis  placed  on  distance,  it  will 
be  noticed  that  the  Commission  is  careful  to  consider 
it,  in  both  the  above  cases,  as  merely  one  element  in 
the  cost  of  transportation. 

The  famous  Eau  Claire  case  ^  is  of  interest  to  stu- 
dents of  railway  rates  chiefly  for  other  reasons  than 
those  we  are  now  considering.  But  it  offers  a  good 
illustration  of  the  importance  which  the  Conmiission 
is  inclined  to  attach  to  distance  and  to  the  natural 
advantages  of  location  as  elements  in  rate  making. 

With  reference  to  distance  the  defendants  had 
put  forth  the  claim  that  Eau  Claire  was  paying  a 
lower  rate  for  the  transportation  of  lumber  than  were 
the  Mississippi  river  towns,  La  Crosse  and  Winona, 
"in  proportion  to  their  respective  distances  from 
the  common  market,''  which  in  this  case  was  certain 
cities  on  the  Missouri  river.    Since  her  ton  mileage 

1  Eau  Claire  Board  of  Trade  v.  C.  M.  A  St.  P.  B.  R.  Co.  et  al.,  5  I.  C.  C.  Bep. 
264;  4  I.  C.  R.  65. 


RAILWAY  RATE  THEORIES  286 

rates  were  less,  Eau  Claire,  it  was  said;  had  no  reason 
to  complain.  To  this  the  Commissioners  replied 
as  follows :  — 

The  doctrine  that  traDsportation  charges  should  be  in  proportion 
to  the  distance  between  different  points,  when  these  distances 
are  greatly  dissimilar,  has  never  been  advanced  by  the  railroads 
or  recognized  by  the  Commission.  It  may  be  the  rule  to  which 
tariff  construction  will  some  time  approximate,  but  there  is  no 
opportimity  for  its  application  under  the  present  conditions. 
The  fixing  of  a  rate  for  a  thousand  miles  at  twice  the  sum  pre- 
scribed for  half  the  distance  would  be  most  arbitrary  and  intoler- 
able. .  .  .  The  whole  practice  of  rate  making  is  opposed  to  the 
principle  of  exact  proportion,  and  even  in  theory  there  is  little 
reason  for  its  adoption.  But  distance,  nevertheless,  is  an  ever 
present  element  of  the  problem  of  rates,  and  not  imfrequently 
a  controlling  consideration.  Where  all  the  distances  brought 
into  comparison  are  considerable  and  the  difference  between  them 
relatively  small,  we  shall  expect  substantial  similarity  in  their 
respective  rates  unless  other  modifying  circumstances  justify 
a  disparity. 

Probably  most  of  the  cases  in  which  the  Conmiission 
has  felt  obliged  to  insist  upon  the  recognition  of  dis- 
tance as  an  element  in  rate  making  have  arisen  under 
the  fourth  section  of  the  original  act  to  regulate  com- 
merce which  contains  the  well-known  long  and  short 
haul  clause.  Carriers  have  advanced  a  great  variety 
of  considerations  to  show  that  they  should  be  relieved 
from  the  operation  of  this  section.  The  Commission 
has  invariably  taken  the  position  that  upon  the  car- 
rier falls  the  burden  of  proving  that  dissimilar  cir- 
cumstances and  conditions  exist  in  the  case  of  the 
long  haul  which  make  it  necessary  to  charge  less  than 
for  the  short  haul.  In  the  absence  of  such  dissimilar 
circumstances  and  conditions  the  element  of  distance 
must  be  considered  as  a  controlling  factor.  This 
is  made  clear  in  the  case  of  The  Farrar  Lumber  Com- 
pany V.  Southern  Railway  Company  et  ai.^  where  the 
complaint  was  to  the  effect  that  rates  on  lumber 
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from  Dalton,  Georgia,  to  certain  points  in  Virginia 
and  West  Virginia  were  higher  than  to  other  points 
further  distant  on  the  same  line.  The  carriers  pleaded 
competition  as  a  reason  for  making  the  low  rates 
on  the  long  distance  traffic.  The  Commissioners, 
after  investigation,  decided  that  the  plea  was  not 
warranted  under  the  circumstances  and  said:  — 

The  rate  per  ton-mile  is  not  always  the  measure  of  a  reasonable 
rate  and  rigidly  applied  would  make  distance  alone  the  gauge 
for  transportation  charges,  but  it  is  always  valuable  as  affording 
a  basis  of  comparison  for  relative  rate  burdens. 

Even  when  the  conditions  surrounding  the  long 
haul  are  dissimilar  from  those  present  in  the  case 
of  the  shorter  haul,  they  may  not  be  such  as  to  warrant 
the  carriers  disregarding  altogether  the  question  of 
distance.  In  the  case  of  S.  Marten  v.  The  Louis'- 
viUe  &  Nashville  Railroad  Company  *y  complaint 
was  made  that  higher  rates  were  charged  for  trans- 
porting lumber  from  certain  small  places  in  Tennessee 
to  Detroit,  Michigan,  than  were  charged  from  Nash- 
ville to  Detroit,  tho  the  points  in  question  were  from 
23  to  100  miles  nearer  Detroit  than  was  Nashville. 
The  carriers  defended  the  lower  rates  from  Nashville 
on  the  basis  of  both  rail  and  water  competition.  Par- 
ticular emphasis  was  placed  on  the  competition  by 
rail,  and  the  defendants  seemed  to  think  that  the 
decision  of  the  U.  S.  Supreme  Court  in  the  Troy  case 
(168  U.  S.  144)  had  made  it  unnecessary  to  consider 
the  element  of  distance  where  competition  existed. 
The  Commissioners  admitted  that  competition  existed 
at  Nashville,  but  said  that  the  water  competition 
"  would  scarcely  be  a  potent  factor  if  the  rates  were 
somewhat  higher '\*  and  as  to  the  rail  competition 
they  said  that  the  defendants  made  the  rate  at  Nash- 

»  11 1.  C.  C.  Bap.  MO.  >  9  I.  C.  C.  Rep.  581. 
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ville  and  ''  other  rail  carriers  there  simply  follow  that 
rate."  A  decision  of  the  United  States  Supreme 
Court  ^  was  quoted  to  show  that  competition  to  be 
relied  upon  must  "  be  not  artificial  or  merely  con* 
jectured  but  material  and  substantial." 

As  to  the  justice  of  the  carriers'  claim  that  distance 
might  be  utterly  disregarded  whenever  it  was  shown 
that  competition  existed,  the  Commission  quoted 
with  approval  one  of  its  early  decisions  in  which  its 
chairman,  Judge  Cooley,  had  said  that  ''  while  the 
act  does  not  require  all  rates  to  be  proportional  [to 
distance]  it  nevertheless  makes  the  element  of  pro- 
portion an  important  one  when  the  rates  from  any 
locality  are  to  be  determined."  The  application 
of  this  principle  to  the  case  under  consideration  is 
stated  as  follows :  — 

Under  these  circumstanoes,  the  rule  that  after  substantial  dissim- 
ilarity of  circumstances  and  conditions  has  been  shown,  the  longer 
distance  rate  cannot  in  any  case  or  to  any  extent  be  considered 
by  way  of  comparison  in  determining  whether  or  not  the  shorter 
distance  rate  is  unreasonable  or  unduly  prejudicial,  particularly 
when  as,  in  this  case,  competition  and  other  compulsory  conditions 
are  not  found  to  justify  the  whole  disparity  between  the  shorter 
and  longer  distance  rates,  would  be  to  reject  a  most  appropriate 
and  necessary  test  of  the  reasonableness  and  justice  of  ndlway 
charges.  It  seems  to  us  that  in  a  case  involving  shorter  distance 
charges  higher  than  those  to  and  from  long  distance  points,  the 
carrier  cannot  rightfully  claim  justification  for  a  greater  dissim- 
ilarity in  the  rates  than  may  be  indicated  by  the  ascertained  dis- 
similarity in  circumstances  and  conditions. 

This  case  and  the  Eau  Claire  case  both  show  that 
the  Commission  is  inclined  to  attach  much  importance 
to  distance  as  a  measure  of  the  reasonableness  of 
rates  from  two  or  more  competitive  points  whenever 
these  competitive  points  are  in  the  same  territory 
and  are  about  equally  distant  from  a  common  market. 

1  LouisvlUe  A  Naahvine  Railroad  ComxMiiy  v.  Behlmer,  176  U.  S.  648. 
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2.  ModifijcatUms  of  the  distance  principle 

Altho  laying  much  emphasis  on  the  general  rule 
that  the  aggregate  rate  continues  to  increase  as  the 
distance  covered  in  transportation  increases,  while 
the  ton-mile  rate  constantly  grows  less,  the  Com- 
missioners are  willing  to  admit  that  this  rule  cannot 
always  be  applied  even  in  those  cases  where  distance 
itself  is  not  to  be  ignored  as  an  element  in  rate  making. 

One  instance  in  which  '^  the  rule  that  the  rate  per 
ton-mile  must  be  less  for  the  greater  distance ''  need 
not  apply  is  where  competition  with  a  water  route 
(or  a  railroad  not  subject  to  the  act)  is  present  in  the 
case  of  the  short  haul;  but  not  present  in  the  case  of 
the  long  haul.^  Such  instances  are  less  frequent 
than  those  in  which  the  competition  exists  in  case 
of  the  long  haul,  but  they  are  occasionally  found. 

In  such  instances  the  Commission  has  held  that 
competition  in  the  case  of  the  short  haul  may  make 
the  rate  unusually  low,  ''  often  too  low  to  be  treated 
as  a  fair  criterion  for  points  beyond."  The  railroad 
having  a  long  mileage  to  a  given  point  may  be  met 
by  a  railroad  having  a  much  shorter  mileage,  and 
setting  the  rate  which  must  be  met  if  the  longer  road 
would  share  the  business. 

When  the  given  point  is  passed  [the  longer  road]  may  fairly  increase 
its  charges  with  some  consideration  of  the  absolute  distance  travelled 
by  its  own  lines  from  the  originating  point  and  in  a  ratio  more 
rapid  than  the  proportionate  charges  would  have  otherwise  shown 
had  it  been  able  to  grade  its  rates  continuously  throughout  its 
line.  The  same  e£fect  is  at  times  produced  by  water  transportation, 
competition,  and  other  controlling  causes.* 

I  BartMM  Men's  AMoolatlon  of  the  State  of  Minnesota  ▼.  C,  St.  P.,  M.  A  O.  B'y. 
Co.,  2 1.  C.  C.  Rep.  02;  2  I.  C.  R.  41. 

*  UnoolnBoardofTradov. BurtlngtonAMiasourlRlverB.  R.Co.etaL,  2LC.C. 
Rep.  147;  2  I.  C.  R.  05. 
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In  determining  whether  or  not  the  general  rule 
should  be  held  applicable  we  must  also  consider, 
say  the  Conmiissioners,  the  extent  of  the  traffic  and 
the  character  of  the  country  traversed.*  The  ratio 
of  rates  charged  through  sparsely  settled  districts 
cannot  decrease  in  proportion  to  the  distance  without 
depriving  the  carrier  of  necessary  revenue;  a  region 
whose  interests  are  wholly  agricultural  does  not  offer 
the  possibilities  of  tariff  reduction  that  is  afforded 
by  regions  which  are  largely  fed  by  mineral  resources, 
quarries,  and  manufactures. 

The  Conmiission  has  also  decided  that  tho  mileage 
is  an  element  of  importance  in  making  rates,  the 
principle  that  the  ton-mile  rate  decreases  with  the 
distance  travelled  "  cannot  as  a  rule  be  considered 
as  a  test  in  railroad  operations  in  case  of  local  rates," ' 
and  local  rates  need  not  necessarily  correspond  with 
the  division  of  the  joint  through  rate  over  the  same 
line.* 

It  has  also  been  held  that  whenever  a  comparison 
is  made  between  distances  varying  greatly  in  length, 
the  ton-mile  rate  in  one  case  need  not  necessarily 
be  regarded  as  a  measure  of  the  reasonableness  of 
the  rate  in  the  other  case.  That  this  is  the  Commis- 
sion's point  of  view  was  shown  by  its  utterances  in 
the  Eau  Claire  case,  but  is  more  fully  brought  out 
in  the  case  of  the  Board  of  Railroad  Commissioners 
of  the  State  of  Kansas  v.  Atchinson,  Topeka  &  Santa 
Fe  Railway  Company  et  al.,^  a  case  which  is  peculiar 
in  this  respect,  that  the  principle  which  the  complain- 

»  Ibid. 

•  BuatawsB  Men'B  Anoebttion  of  the  Stote  of  MlnnMoU  t.  C.  ft  N.  W.  R'y  Co., 
2 1.  C.  C.  Rep.  73;  2  I.  C.  R.  48. 

*  H.  MeMorran  and  E.  B.  Harrington  v.  Grand  Trunk  R'y  Co.  of  Canada  et  al., 
3 1.  C.  C.  Rep.  253;  2  I.  C.  R.  604. 

«  8  I.  C.  C.  Rep.  304. 
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ants  wished  to  have  applied  in  one  instance  they  were 
unwilling  to  see  made  applicable  in  the  other  matter 
made  the  subject  of  dispute. 

The  complaint  was  (1)  that  lower  ton-mile  rates 
were  given  from  the  Kansas  grain  fields  to  Galveston, 
Texas,  than  were  given  on  grain  shipments  to  Kansas 
City  and  St.  Louis,  and  (2)  that  lower  ton-mile  rates 
were  given  on  Kansas  grain  sent  to  the  Atlantic  sear 
board  than  on  that  sent  to  the  Gulf  ports  which  were 
the  natural  points  of  export  for  ICansas  grain.  The 
Kansas  Commissioners  asked  that  the  same  ton-mile 
rates  be  given  to  Kansas  City  and  St.  Louis  as  were 
given  to  Galveston,  and  that  in  turn  the  Galveston 
rate  be  not  higher  than  the  rates  to  the  Atlantic 
seaboard.  Concerning  the  Kansas  City  and  St.  Louis 
rates  the  Interstate  Commerce  Commissioners  said :  — 

Distance  is  undoubtedly  a  factor,  and  perhaps  ought  to  be  a  much 
more  important  factor,  in  the  determination  of  rates,  but  in  the 
present  case  where  the  distances  from  the  grain  fields  of  ICansas 
to  Kansas  City,  St.  Louis,  and  Galveston  vary  from  100  to  1000 
mUes,  any  attempt  to  adjust  the  rates  on  grain  to  those  cities 
upon  the  sole  basis  of  the  rate  per  ton  per  mile  would  be  impracU- 
cable. 

The  Commissioners  were  also  unwilling  to  admit 
the  claim  of  the  complainants  that  the  Galveston 
rates  should  be  made  as  low  as  those  to  the  Atlantic 
ports. 

If  a  lower  rate  per  ton-mile  is  made  toward  the  east  than  toward 
the  south,  it  is  for  the  purpose  of  enabling  the  same  grain  to  reach 
the  same  foreign  markets  by  a  different  route  and  through  different 
intermediate  markets.  The  grain  producer  of  Kansas  has  a 
satisfactory  rate  to  the  foreign  market  through  Galveston.  Can 
it  be  claimed  that  he  is  injured  by  a  rate  which  gives  him  two 
routes  instead  of  one  to  the  ultimate  market  and  two  intermediate 
markets  instead  of  one  ? 

The  reader  has  doubtless  observed  that  in  all  these 
cases  in  which  the  Commission  has  emphasized  dis- 
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tance  as  an  influential  factor  in  the  determination 
of  a  rate,  it  has  been  because  differences  in  distance 
seemed  to  express  differences  in  the  cost  of  service. 
Tho  it  may  not  be  so  obvious  in  cases  where  the  distance 
principle  has  been  modified  or  held  to  be  not  the 
oontroUing  factor,  the  Commissioners  have  neverthe- 
less had  the  cost  of  service  principle  in  mind.  The 
cases  mentioned  have  had  to  do  either  with  local  rates, 
where  costs  of  handling  made  the  rates  dispropor- 
tionately high,  or  with  low  rates  which  were  forced 
on  the  carrier  by  the  competition  of  other  carriers, 
either  rail  or  water.  A  little  reflection  will  show 
that  the  low  rates  in  these  latter  cases  have  been 
determined  by  the  cost  of  conducting  the  business 
by  the  cheaper  route.  Viewed  from  purely  an  economic 
standpoint  it  may  be  questioned  whether  the  more 
expensive  route  should  have  been  allowed  to  partici- 
pate in  the  traffic  under  such  circumstances.  Over 
this  matter,  however,  the  Interstate  Commerce  Com- 
mission has  had  no  control.  The  act  to  regulate 
commerce  was  enacted  by  a  body  of  men  who  believed 
in  giving  full  scope  to  the  principle  of  competition 
and  the  Federal  courts  have  fully  sustained  them 
in  this  position,  even  in  cases  where  the  Commission 
has  felt  that  competition  was  unwarranted. 

V.  Natural  Advantages  of  Location 

The  question  as  to  how  far,  in  the  making  of  rates, 
recognition  should  be  given  to  the  natural  advantages 
possessed  by  a  given  place  for  the  production  or 
marketing  of  certain  commodities  has  received  much 
discussion  by  the  Conunission,  and  some  of  its  most 
important  decisions  have  been  based  upon  the  principle 
here   involved.    The   practice   of   the   railroads   has 
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often  been  to  ignore  these  natural  advantages;  at 
other  times  the  carriers  have  attempted  to  equalize 
them.  This  result,  tho  sometimes  due  to  competition 
between  the  railroads  themselves,  has  been  due  more 
often  to  competition  between  markets  or  between 
places  of  production.  The  carrier  leading  to  a  c^ain 
market  or  from  a  certain  center  of  production  has 
felt  pressure  to  make  rates  as  low  as,  or  lower  than, 
those  given  to  competing  centers  of  trade  or  production. 
This  concession  by  the  carrier  has  in  turn  led  to  efforts 
on  the  part  of  other  places  to  induce  the  roads  serving 
them  to  reduce  rates  so  as  to  meet  this  competition. 
The  final  result  has  oftentimes  been  that  the  carriers 
have  entered  into  arrangements  whereby  they  agree 
to  equalize  the  advantages  of  competing  towns  by 
fixing  the  rates  in  inverse  ratio  to  the  natural  advan- 
tages of  these  towns,  enabling  all  competing  locali- 
ties to  market  their  products  at  the  same  prices  at 
the  same  or  different  points  of  distribution. 

The  Interstate  Commerce  Commission  has  always 
been  slow  to  admit  the  claim  of  the  railroads  that 
it  was  necessary  and  proper  to  make  such  rates  as 
would  equalize  the  natural  inequalities  of  competing 
points  and  put  them  all  on  an  equal  footing  in  the 
common  market.  ''  A  place  is  entitled  to  its  nattu'al 
advantages,"  say  the  Commissioners,  "  and  a  carrier 
may  not  deprive  it  of  these  advantages  which  fairly 
belong  to  it  and  because  of  which  investments  have 
been  made  at  this  point  for  the  purpose  of  carrying 
on  production  in  a  more  profitable  manner  than  could 
be  done  elsewhere."  * 

A  little  reflection  will  show  that  the  principle  of 
making  rates  which  recognizes  the  right  of  a  place 

1  Imperial  Coal  Company  ▼.  Pittaburg  k  Lake  Erie  Rallnwd  Company  et  at, 
2  I.  C.  C.  Rep.  618;  3  I.  C.  R.  436. 
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to  its  nattiral  advantages  is  nothing  more  than  a 
corollary  of  the  cost  of  service  principle.  Other 
things  being  equals  a  place  having  natural  advantages 
for  the  production  of  a  given  commodity  will  produce 
that  commodity  and  will  be  able  to  undersell  other 
places,  unless  the  carrier  charges  more  for  transporta- 
tion from  this  point  to  the  conunon  market  than  is 
charged  from  competing  points  of  production.  Cost 
of  production  must,  of  course,  include  the  cost  of  trans- 
portation and  if  a  place  which  possesses  advantages 
for  the  production  of  a  commodity  is  nevertheless 
at  a  disadvantage  as  compared  to  its  competitors, 
owing  to  greater  distance  from  the  market,  its  apparent 
advantages  are  offset  by  the  greater  cost  of  reaching 
the  market.  To  allow  a  railroad  to  make  higher 
charges  from  the  more  distant  point  under  such  cir- 
cumstances is  quite  a  different  matter  from  acknowl- 
edging the  carrier's  right  to  make  such  charges  when 
there  is  no  greater  cost  of  transportation. 

The  Commission  has  been  consistent  in  its  appli- 
cation of  the  principle  that  a  place  is  entitled  to  the 
full  advantage  to  be  derived  from  a  favorable  geo- 
graphical situation,  but  has  insisted  that  this  must 
not  be  construed  to  mean  that  a  place  is  entitled  to 
monopolize  a  given  market,  or  to  raise  prices  in  that 
market  above  the  cost  of  securing  conmiodities  else- 
where. In  other  words,  natural  advantages  mean 
differential  advantages,  not  monopoly  advantages. 
The  cases  coming  before  the  Commission  which  afford 
an  illustration  of  the  application  of  this  principle 
may  be  divided  into  four  classes:  (1)  Where  the 
natural  advantages  are  due  to  lower  costs.  (2)  Where 
they  are  due  to  a  shorter  distance  covered  in  transpor- 
tation. (3)  Where  group  rates  are  involved.  (4)  Where 
the  natural  advantages  result  from  competition. 
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1.    Natural  advantages  due  to  lower  costs 

In  the  case  of  the  Boston  Chamber  of  Commerce  v. 
the  Lake  Shore  &  Michigan  Southern  Railroad  Company 
et  al.^j  the  petitioners  asked  that  the  raihx)ads  from 
the  west  be  required  to  make  the  same  rates  on  goods 
transported  from  Chicago  and  other  western  points 
to  Boston  when  these  goods  were  intended  for  domestic 
consumption  as  when  intended  for  exportation.    To 
understand  the  case  fully,  it  must  be  said  that,  in 
an  earlier  case '  which  had  come  before  the  Commission^ 
Boston  exporters  had  asked  that  their  city  be  given 
the  same  rates  on  goods  intended  for  export  as  were 
given  to  New  York  and  had  urged  that  unless  this 
were  done  Boston  would  lose  its  export  trade.    The 
Commissioners,  for  reasons  not  necessary  to  relate 
here,    had   made   this    concession   to    Boston.    The 
Boston  Chamber  of  Conunerce  was  now  using  the 
concession  as  a  basis  for  demanding  that  the  same 
rates  should  be  made  on  all  commodities  sent  to 
Boston,    whether   intended   for   exportation    or   for 
domestic  consumption.    The  argument  of  the  peti- 
tioners was  that  the  cost  of  transporting  the  com- 
modities was  the  same,  regardless  of  their  use,  and 
that  the  carriers  made  no  such  distinction  between 
domestic  and  export  traffic  at  New  York,  Philadelphia, 
and  other  places. 

The  Commissioners  refused  to  allow  the  request 
of  the  petitioners  and  declared  that  cost  of  service 
was  not  the  main  consideration  in  fixing  rates.  ''  The 
element  of  cost  of  service  which  may  at  one  period 
have  been  recognized  as  controlling  in  fixing  rates 
has  long  ceased  to  be  regarded  as  the  sole  or  most 
important  factor  for  that  purpose.'' 

t  1 1.  C.  C.  Rep.  436;  1 1.  C.  R.  754.  *  1  I.  C.  C.  Rep.  24. 
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The  real  grounds  for  maJdng  lower  rates  to  New 
York  than  to  Boston,  said  the  Commissioners,  are 
the  natural  advantages  possessed  by  the  former  place 
over  those  possessed  by  the  latter. 

If  differences  in  the  condition  of  traffic  to  two  or  more  points  exist 
which  materially  affect  the  cost  or  value  of  the  service,  it  would 
scarcely  be  reasonable  to  require  a  carrier  to  disregard  these  dif- 
ferences and  make  good  to  every  oommimity  the  disadvantage 
of  situation  or  other  disadvantages. 

Altho  the  Commission  denies  the  validity  of  the 
cost  of  service  principle  in  this  case  when  applied 
to  the  question  of  relative  rates  on  domestic  and  export 
traflfic,  it  will  be  noted  that  New  York's  advantage 
of  situation  as  compared  to  that  of  Boston  is  shown 
to  rest  on  differences  in  the  cost  of  transporting  goods 
to  the  two  cities.  This  is  brought  out  more  fully 
when  the  Commission  recites  the  points  in  which 
New  York's  situation  is  declared  to  be  superior  to 
that  of  Boston:  (1)  There  is  more  switching  involved 
at  Albany  in  the  cajse  of  Boston  traffic.  (2)  The 
heavy  grades  of  the  Boston  and  Albany  railroads 
necessitate  smaller  trains.  (3)  The  cars  are  detained 
longer  in  Boston  than  in  New  York.  (4)  The  distance 
from  Albany  to  Boston  is  56  miles  greater  than  to 
New  York.  (5)  The  volimie  of  business  to  Boston 
is  smaller  and  ''  the  universally  accepted  principle 
of  railroad  transportation  that  a  very  large  traffic 
can  be  profitably  conducted  at  lower  rates  than  a 
relatively  smaller  traffic "  applies.  (6)  Competition 
by  way  of  the  Great  Lakes,  the  Erie  Canal,  and  the 
Hudson  river  exists  in  the  case  of  New  York  and 
compels  the  carriers  to  accept  a  lower  rate  to  that 
city  than  they  would  be  willing  to  accept  in  the  absence 
of  such  competition. 

All  of  these  points,  with  the  exception  of  the  last, 
have  to  do  with  differences  in  the  cost  of  service. 
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Together  they  give  New  York  a  decided  advantage 
over  Boston,  and  according  to  the  Commissioners 
they  are  ''  physical  facts  constituting  inequality  which 
the  carriers  by  rail  are  not  required  to  make  good 
to  the  less  favored  locality  at  their  own  expense/' 

The  low  rates  given  to  Boston  on  her  export  traffic 
were  declared  to  constitute  an  exception  to  the  ordinary 
rate  and  to  be  a  distinct  concession  on  the  part  of  the 
carriers  to  put  Boston  exporters  on  an  equality  with 
their  competitors  at  New  York,  Philadelphia,  and 
Baltimore. 

We  have  already  observed,  under  the  heading 
of  "  Distance,"  that  in  the  Eau  Claire  lumber  case  S 
the  Commissioners  held  that,  Eau  Claire  being  about 
the  same  distance  from  her  market,  the  Missouri 
river  towns,  as  were  her  competitors,  La  Crosse  and 
Winona,  it  was  incimibent  on  the  carriers  to  consider 
distance  as  an  element  to  be  taken  into  account  in 
determining  the  relative  rates  from  these  competing 
points  of  production  But  the  main  thing  emphasized 
by  the  Conmiission  in  its  decision  was  the  fact  that 
Eau  Claire  had  such  natural  advantages  for  producing 
and  shipping  lumber  that  she  could  produce  and 
market  this  commodity  at  less  cost  than  could  her 
competitors  and  that  the  system  of  rates  in  force 
deprived  Eau  Claire  of  these  natural  advantages  in 
order  that  competing  localities  might  meet  her  on 
equal  terms  in  the  conmion  market.  The  favorable 
situation  enjoyed  by  Eau  Claire  is  thus  described 
by  the  Commission:  — 

Eau  Claire  appears  to  be  adapted  by  location  and  in  other  respects 
for  the  manufacture  and  sale  of  lumber:  it  has  a  natural  booming 
ground  or  place  for  the  safe  storage  of  logs,  cheap  transportation 

1  Eau  CUlre  Board  of  Trade  v.  O.  M.  and  St.  P.  R'y*  Co.  et  al.,  6  I.  C.  C.  Rep. 
204;  4  I.  O.  R.  66. 
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from  the  stump  to  the  mills,  proximity  to  the  timber,  and  locations 
suitable  for  mills  and  yards.  Being  situated  nearer  the  pine  forests, 
the  sources  of  timber  supply,  and  at  the  confluence  of  two  rivers 
which  penetrate  those  forests,  the  Eau  Claire  and  Chippewa, 
it  appears  to  have  natural  advantages  over  its  neighboring  com- 
petitors [La  Crosse  and  Winona].  .  .  .  After  lumber  is  in  the 
raft,  the  cost  of  its  ttunsportation  by  water  down  the  Mississippi 
18  less  than  for  the  same  distance  by  rail;  but,  including  the  rafting 
and  preceding  expenses,  the  testimony  is  to  tiie  effect  that  lumber 
can  be  shipped  from  Eau  Claire  by  rail  direct  to  Missouri  river 
markets  at  as  little,  if  not  less,  cost  than  it  can  be  floated  to  Mis- 
sissippi river  points  [La  Crosse  and  Winona]  and  thence  transported 
by  rail  to  those  markets. 

The  long  controversy  between  the  roads  as  to  what 
differences  in  the  rates  on  lumber  from  these  competing 
towns  should  prevail  had  been  referred  by  the  roads 
to  a  gentleman  named  Bogue,  who  had  been  called 
upon  to  act  as  arbiter  in  the  dispute.  The  decision 
rendered  by  IVfr.  Bogue  was  in  accordance  with  the 
principle  suggested  by  his  own  question:  "  What 
rate  will  enable  each  line  party  to  this  arbitration 
to  place  its  fair  proportion  of  lumber  in  the  terri* 
tory  under  consideration  ?  ''  This,  say  the  Commis- 
sioners, is  equivalent  to  asking,  what  rate  is  necessary 
to  equalize  the  relative  disadvantages  of  location 
possessed  by  La  Crosse  and  Winona  as  compared 
to  Eau  Claire  ?  That  this  was  also  the  xmderstanding 
of  the  carriers  is  shown  by  the  statement  of  the  traffic 
manager  of  the  St.  Paul  road  that 

primarily  the  object  of  the  Bogue  award  was  to  place  each  line  in 
a  position  to  carry  its  fair  share  of  the  Missouri  river  lumber,  and 
further  to  place  each  manufacturing  locality  upon  an  even  footing 
with  its  competitors  ....  If  Eau  Claire  could  produce  lumber 
ebesper  than  Winona  or  La  Crosse,  the  latter  points  were  to  have 
a  lower  rate  so  as  to  enable  them  to  compete. 

The  principle  thus  applied  in  arbitrating  the  dispute 
did  not  meet  with  the  approval  of  the  Commissioners. 
They  said:  — 


298  QUARTERLY  JOURNAL  OF  ECONOMICS 

We  are  not  to  be  understood  as  endorsing  this  principle.  On  the 
contrary,  we  consider  it  radically  unsound.  That  rates  should 
be  fixed  in  inverse  proportion  to  the  natural  advantages  of  com- 
peting towns  with  a  view  of  equalizing  commercial  conditions 
as  they  are  sometimes  described,  is  a  proposition  unsupported 
by  law  and  quite  at  variance  with  every  consideration  of  justice. 
Each  community  is  entitled  to  the  benefits  arising  from  its  location 
and  natural  conditions,  and  any  exaction  of  charges  unreasonable 
in  themselves  or  relatively  unjust  by  which  those  benefits  are 
neutralized  or  impaired  contravenes  alike  the  provisions  and 
the  policy  of  the  statute. 

The  Commission  therefore  ordered  such  a  reduction 
in  the  lumber  rates  from  Eau  Claire  as  should  cause 
these  rates  to  exceed  those  from  La  Crosse  and  Winona 
by  not  more  than  2\  cents  per  100  pounds.  The 
selection  of  this  particular  differential  was  admitted 
to  be  more  or  less  arbitrary  and  was  left  subject  to 
correction.  But  the  principle  involved  was  that  the 
rates  should  be  such  as  to  preserve  for  Eau  Claire  her 
natural  advantages  for  securing  and  handling  lumber, 
and  should  impose  upon  her  shippers  no  higher  rates  in 
sending  this  forward  to  market  than  were  justified 
by  a  consideration  of  the  relative  distances  of  Eau 
Claire,  Winona,  and  La  Crosse  from  the  common 
markets. 

In  two  cases,^  brought  before  the  Commission  by 
the  freight  bureaus  of  Cincinnati  and  Chicago  against 
certain  southern  and  western  roads,  and  heard  together, 
complaint  was  made  that  the  roads  running  south 
from  the  Ohio  river  had  so  arranged  their  rates  on 
manufactiu*ed  goods  as  to  favor  the  merchants  in 
eastern  seaboard  territory  (north  of  the  Potomac 
river  and  east  of  the  Appalachian  mountains)  and  to 
give  to  them  an  ^'  xmdue  and  unreasonable  preference 
or  advantage ''  over  the  merchants  in  central  territory 

1  Freight  Bureau  of  Clnolnmttl  t.  Cin.  N.  O.  ft  Padfio  R'y-  Co.;  ChScMo  FVeigiit 
Buxeau  ▼.  U  N.  A.  ft  C.  R'y*  Co.  et  al.,  6  I.  C.  C.  Rep.  195;  4  L  C.  R.  682. 
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(north  of  the  Ohio  river  and  lying  between  the  Ap- 
palachian mountains  and  the  Mississippi  river). 
The  evidence  submitted  showed  that  the  mileage 
rates  on  articles  in  classes  one  to  six  inclusive^  of  the 
Official  Classification,  were  higher  from  the  eastern 
territory  into  the  south  than  from  the  central  territory. 
The  defendant  carriers  offered  as  an  excuse  for  this 
discrimination  the  existence  of  water  and  rail  com- 
petition from  New  York,  Philadelphia,  and  Baltimore, 
but  the  Conmiission  discovered  that  the  rates  from 
the  east  were  lower  than  were  necessitated  by  water 
competition. 

The  real  grounds  of  the  discrimination  were  found 
to  lie  in  an  agreement  made  in  1878  by  the  roads 
running  into  the  south,  the  consequence  of  a  long 
and  bitter  struggle  between  the  lines  from  the  east 
to  the  south  and  those  from  the  west  to  the  south. 
In  order  to  end  this  struggle  the  Southern  Railway 
and  Steamship  Association  had  been  formed,  whose 
object  was 

"  to  protect  to  eastern  lines  the  business  peculiar  to  their  teni- 
toiy"  and  to  the  western  lines  the  business  relating  to  "their 
peculiar  commodities/'  ...  in  other  words  to  secure  to  eastern 
lines  the  transportation  of  "articles  manufactured  in  the  east 
and  in  other  countries  and  imported  into  eastern  cities,  embraced 
under  the  general  terms  of  dry  goods,  groceries,  crockery  and 
hardware"  and  classified  for  the  most  part  under  the  first  four 
of  the  numbered  classes,  and  to  the  western  lines  the  transporta- 
tion of  "  articles  of  western  produce,  comprising  the  produce  of 
animals  and  the  field  "  and  embraced  principally  in  the  lettered 
t«nmoCB. 

As  a  result  of  this  agreement  rates  were  so  fixed 
that  on  commodities  produced  mainly  in  western 
territory  an  advantage  of  at  least  ten  cents  per  100 
pounds  was  given  to  the  western  lines  over  those 
from  the  east,  while  on  articles  peculiar  to  the  east 
rates    correspondingly    low   were    permitted    to    the 
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eastern  lines;  all  with  a  view  to  effect  the  announced 
object  of  the  convention. 

The  Commissioners  decided  that  however  plausible 
may  have  been  the  pretext  for  such  a  method  of 
adjusting  rates  in  1878,  that  justification  no  longer 
existed;  for  ''  it  is  estimated  that  the  manufacture, 
in  the  central  territory,  of  goods  in  the  numbered 
classes  has  increased  100  per  cent  in  twenty  years." 
They  were  not  willing  to  admit,  however,  that  even 
in  1878  such  an  adjustment  of  rates  was  justifiable. 

It  is  not  the  duty  of  carriers,  nor  is  it  proper,  that  they  undertake 
by  adjustment  of  rates,  or  otherwise,  to  impdr  or  neutralize 
the  natural  commercial  advantages  resulting  from  location  or  other 
favorable  conditions  of  one  territory,  in  order  to  put  another 
territory  on  an  equal  footing  with  it  in  a  common  market.  Each 
locality  competing  with  others  in  a  conmion  market  is  entitled 
to  reasonable  and  just  rates  at  the  hands  of  the  carriers  serving 
it  and  to  the  benefit  of  all  its  natural  advantages. 

The  Commission,  therefore,  proceeded  to  order 
a  reduction  of  the  maximum  rates  on  commodities 
in  classes  one  to  six,  inclusive,  from  Chici^o  and 
Cincinnati  to  southern  territory  on  the  following 
basis:  — 

The  cost  of  freight  in  general  per  ton  per  mile  on  the  roads  south 
of  the  [Ohio]  river  appears  to  have  been  for  the  years  named  in 
the  tables  heretofore  given  about  25%  on  an  average  greater 
than  the  cost  per  ton  per  mile  on  the  roads  from  Chicago  to  the 
river.  The  tonnage  of  the  latter  roads  is  also  greater  than  that 
of  the  former.  Rates  from  Cincinnati  to  southern  territory  from 
33%  to  50%  higher  per  ton  per  mile  than  tho"^  from  Chicago 
to  Cincinnati  and  other  Ohio  river  crossings  will  in  our  opinion 
make  full  allowance  for  these  differences  in  cost  and  tonnage, 
and  be  at  least  not  unreasonably  low  as  maximum  rates. 

It  appears  from  this  statement  that  while  the  Com- 
mission concedes  the  right  of  a  certain  territory  to 
the  advantages  arising  from  its  favorable  situation 
with  reference  to  a  market,  the  degree  to  which  these 
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advantages  are  recognized  is  determined  by  a  strict 
adherence  to  the  cost  of  service  principle. 

Distance,  competition,  and  cost  of  service  are  ail 
made  use  of  by  the  CJommission  in  reading  a  decision 
In  (he  Matter  of  the  Transportation  of  Salt  from  paints 
in  Michigan  to  Missouri  River  Points,^  but  the  em- 
phasis placed  on  natiu*al  advantages  of  location  makes 
it  desirable  to  treat  the  case  under  this  heading. 

Salt  producers  in  and  aroimd  Detroit,  Michigan, 
were  inclined  to  complain  of  the  combination  of  rates 
made  between  a  boat  line  on  Lake  Michigan  owned, 
or  at  least  controlled,  by  the  International  Salt  Com- 
pany and  the  railroads  running  from  Chicago.  These 
combination  rates  enabled  salt  to  be  carried  from 
its  point  of  production  near  Ludington  and  Manistee, 
Michigan,  to  its  markets  on  the  Missouri  river  at 
rates  lower  than  were  given  to  the  Detroit  producers 
by  the  roads  leading  from  that  city.  The  boat  line 
received  from  30  to  33}  per  cent  of  the  through  rate. 

In  spite  of  the  suspicious  elements  involved  in  the 
case  the  Commission  concluded,  after  investigation, 
that  this  apparently  large  percentage  received  by  the 
boat  line  was  justified  by  the  cost  of  the  service  which 
it  rendered  in  connection  with  the  transportation 
of  salt  and  by  competitive  conditions  over  which  the 
roads  at  Chicago  had  no  control. 

The  consideration  which  had  most  weight  with 
the  Commission  in  causing  it  to  justify  the  existing 
rates  was  the  fact  that  Ludington  and  Manistee 
apparently  enjoyed  natural  advantages  of  produc- 
tion and  location  which  enabled  them  to  produce 
salt  and  ship  it  to  the  Missouri  river  at  less  expense 
than  could  producers  at  Detroit.  (1)  They  were 
250  miles  nearer  to  the  western  markets.     (2)  They 

>  10  L  C.  C.  Bep.  148. 
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had  the  advantage  of  a  combined  rail  and  water  route, 
whereas  Detroit  must  ship  by  an  all-rail  route.  (3) 
Their  costs  of  manufacturing  salt  were  from  75  to 
90  cents  less  per  ton  than  those  at  Detroit.  (4)  They 
had  the  advantage  of  shipping  by  way  either  of  Mil- 
waukee or  Chicago,  and  hence  enjoyed  competition 
on  the  part  of  the  carriers  leading  from  those  cities. 

The  Detroit  producers  did  not  contend  that  the 
rates  from  Detroit  were  in  themselves  unreasonable, 
nor  did  the  Commission  so  find  them  to  be.  The 
only  way,  therefore,  in  which  Detroit  could  find 
relief  was  either  by  a  voluntary  reduction  of  rates 
on  the  part  of  carrieis  transporting  salt  from  Detroit 
or  by  a  condemnation  of  the  division  of  the  through 
rate  awarded  to  the  boat  company.  This  latter 
alternative,  however,  would  result  in  higher  rates 
on  salt  from  northern  Michigan  and  this  in  turn 
would  raise  the  price  of  salt  to  western  consumers. 
The  Commission  said:  — 

We  do  not  conceive  it  to  be  our  duty  to  take  away  from  Manistee 
and  Ludington  the  natural  advantages  which  they  enjoy  and 
place  them  on  an  equity  with  Detroit  in  the  manufacture  and 
shipment  of  salt,  in  order  that  the  price  of  that  article  in  western 
teiritory  may  be  increased,  thereby  enabling  Detroit  producers 
to  do  business  at  a  profit  in  that  market.  It  is  the  duty  of  the 
Commissioners  to  keep  in  view  not  only  the  rights  and  interests 
of  producers,  but  those  of  the  consumers  as  well. 

It  can  be  no  duty  of  the  Commission  to  equalize  natural  advan- 
tages between  localities  through  the  adjustment  of  tariff  rates. 
If  any  carrier  desires  to  foster  languishing  industries  situated  on 
its  line  for  the  purpose  of  increasing  the  traffic  of  such  carrier, 
it  has,  we  think,  the  right  to  do  so;  and  if  the  roads  leading  west 
from  Detroit,  with  their  connections,  wish  to  make  a  rate  whereby 
the  salt  producers  of  Detroit  may  be  enabled  to  market  their 
product  on  the  Missouri  river,  they  are  so  privileged;  but  this 
fact  can  in  no  wise  affect  the  through  rate  from  Manistee  and 
Ludington,  nor  can  it  in  any  way  determine  the  reasonableness 
of  the  division  received  by  the  boat  line. 
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It  is  clear  that  the  decision  of  the  Commission  in 
this  case  was  based  primarily  on  the  principle  of 
preserving  the  natural  advantages  of  location.  It 
is  also  clear  that  these  natural  advantages  possessed 
by  Ludington  and  Manistee  were  due  to  the  fact 
that  they  could  produce  salt  and  put  it  in  the  Missouri 
river  territory  at  less  expense  than  could  the  salt 
producers  in  and  about  Detroit.  But  since  their 
ability  to  do  so  was  dependent  upon  the  maintenance 
of  a  boat  line  on  Lake  Michigan  and  the  granting 
to  this  boat  line  of  a  large  percentage  of  the  through 
rate,  it  miay  not  be  so  clear  to  the  reader  that  the 
granting  of  this  large  percentage  was  itself  warranted 
by  considerations  affecting  the  cost  of  service.  It 
may  be  explained,  therefore,  that  the  apparently 
large  percentage  received  by  the  boat  line  covered 
a  number  of  expense  items  other  than  transportation, 
such  as  dockage  charges,  pay  for  stowing  and  unload- 
ing, cooperage  charges,  insurance  fees,  and  some 
minor  items.  In  view  of  this  extensive  service  per- 
formed, the  share  of  the  through  rate  received  by  the 
boat  line  did  not  appear  to  the  Commissioners  to 
be  excessive  and  it  further  appeared  that  the  ownership 
of  the  boat  line  by  the  International  Salt  Company 
grew  out  of  the  fact  that  otherwise  there  would  have 
been  a  lack  of  adequate  shipping  facilities  from  north- 
em  Michigan  points. 

2.    Natural  advantages  due  to  distance 

Since  distance  is  merely  one  element  in  the  cost 
of  transportation,  it  follows  that  a  place  which  enjoys 
natural  advantages  of  location  because  it  is  nearer 
the  market  or  its  source  of  supplies  than  are  its  com- 
petitors, will  be  able,  other  things  equal,  to  produce 
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and  market  its  products  at  less  expense  than  can 
competing  localities.  The  same  reasons,  however, 
which  led  us  to  treat  distance  as  a  separate  factor 
in  rate  making  make  it  desirable  to  consider  separately 
those  cases  in  which  natural  advantages  arise  from 
differences  in  distance. 

The  natural  advantage  which  a  short  distance 
point  has  over  a  long  distance  one  is  so  obvious  that 
the  ca^es  iUustrating  this  point  can  be  very  briefly 
treated. 

In  the  case  of  The  ArUhony  Salt  Company  et  al.  v. 
The  Missouri  Pacific  Railway  Company  et  al.^,  one 
question  at  issue  was  whether  salt  from  Michigan 
might  be  given  a  rate  to  points  in  Texas  as  low  as  that 
given  to  salt-producing  regions  in  Kansas.  It  was 
discovered  that  the  rate  on  Michigan  salt  as  far  as 
St.  Louis  was  determined  by  conditions  over  which 
the  defendants  had  no  control.  The  Commissioners 
therefore  treated  the  rate  to  St.  Louis  as  merely  *'  an 
element  of  the  original  cost  "  of  preparing  the  Michigan 
salt  for  market  and  in  judging  as  to  the  proper  relation 
between  rates  on  Kansas  salt  and  Michigan  salt 
made  the  comparison  between  rates  to  the  Texas 
points  from  St.  Louis  and  Hutchinson,  Kansas,  re- 
spectively. 

St.  Louis  is  743  miles  from  Ft.  Worth,  Texas;  Hutchinson  is  427 
miles  from  the  same  point.  If  the  common  rate  35}  cents  per 
hundred  is  the  proper  rate  for  the  427  miles  haul  from  Hutchinson 
to  Ft.  Worth,  then  the  excess  of  haul  from  St.  Louis  to  Ft.  Worth, 
which  is  316  miles,  without  any  reason  shown  in  the  record,  is 
a  carriage  without  charge.  While  many  other  considerations 
than  distance  may  be  considered  in  determining  what  shall  con- 
stitute a  proper  rate,  yet  in  this  case  nothing  is  shown  to  justify 
the  apparent  discrepancy  of  charge,  and  it  is  believed  to  work 
an  undue  preference  to  Michigan  salt  over  Kansas  salt  going  to 
Texas  and  southerly  points. 

»  6  LC.  C.  Rep.  209;  4  I.  C.  R.  33, 
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It  oan  hardly  be  disputed  that  here  is  a  disadvantage  brought 
about  to  the  Kansas,  and  a  preference  given  to  the  Michigan  salt, 
both  undue  and  unreasonable.  .  .  .  We  see  nothing  in  the  situa- 
tion,  as  proven,  which  can  be  given  as  a  valid  reason  for  not  putting 
the  Kansas  salt  fields  in  possession  of  all  these  natural  advantages 
in  the  territory  traversed  by  these  lines.  We  think  that  in  all 
this  territory  where  the  Texas  points  are  as  near  to  Hutchinson 
as  to  St.  Louis,  the  Kansas  salt  should,  by  a  rearrangement  of 
rates,  be  carried  for  an  equal  charge  and  where  Hutchinson  is 
nearer  than  St.  Louis,  the  Kansas  salt  should  have  the  reasonable 
advantage  of  its  proximity  to  the  market. 

The  danger  that  such  a  rearrangement  of  rates 
would  give  to  Kansas  salt  producers  monopolistic 
power,  enabling  them  to  raise  the  price  of  salt  to 
Texas  consumers,  seems  to  have  been  forestalled 
by  the  Commission's  discovery  that  the  productive 
capacity  of  the  Kansas  salt  fields  was  ''practically 
unmeasured,  and  probably  equal  to  any  demand 
that  is  likely  to  exist  for  the  product/' 

In  the  case  of  the  Colorado  Fvjel  and  Iron  Company 
V.  The  SovJOtem  PacijU  Company  et  al.  \  complaint 
was  made  that  a  rate  of  $1.60  per  100  pounds  on  certain 
iron  and  steel  products  shipped  from  Pueblo,  Colorado, 
to  San  Francisco  was  unfair  and  unreasonable  when 
compared  to  the  rate  of  60  cents  or  less  per  100  pounds 
on  the  same  iron  and  steel  when  shipped  to  San 
Francisco  from  Chicago  and  from  Mississippi  and 
Missouri  river  points.  Many  considerations,  such 
as  cost  of  service,  competition  by  water,  value  of 
commodity,  and  social  considerations,  played  a  part 
in  the  discussion  and  affected  more  or  less  the  decision 
of  the  Commissioners.  On  the  whole,  however, 
the  discrimination  was  shown  to  be  due  primarily 
to  a  desire  on  the  part  of  the  carriers  to  equalize  the 
natural  disadvantages  of  location  held  by  eastern 
producers  of  iron  and  steel  with  reference  to  the 

>  6  I.  C.  C.  R«p.  488. 
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western  markets.  This  method  of  rate  making  did 
not;  of  com^e;  conmiend  itself  to  the  Commissioners, 
who  declared:  ''  The  off-setting  of  natural  disad- 
vantages at  one  place  as  compared  to  like  business 
at  another;  by  discrimination  in  freight  charges,  is 
inconsistent  with  the  equality  provisions  of  the  statute." 
Pueblo  had  certain  disadvantages  for  producing  and 
shipping  steel;  —  inferiority  of  coal  and  iron  ore, 
high  cost  of  labor,  and  high  terminal  charges;  but 
these  did  not  outweigh  her  natural  advantages  due 
to  location.  As  a  result,  a  large  iron  and  st^eel  industry 
had  sprung  up  the  financial  success  of  which  was  in  large 
measure  dependent  on  its  ability  to  retain  its  advantages 
over  its  competitors  in  the  western  markets.  This 
natural  advantage  due  to  less  distance  the  Commission 
concluded  the  Pueblo  company  had  a  right  to  retain. 
After  allowing  for  the  greater  terminal  expenses, 
when  compared  with  the  distance  the  commodities 
were  hauled,  it  was  decided  that 

the  rates  from  Pueblo  to  San  Francisco  should  not  exceed  45  cents 
per  100  lbs.  on  steel  rails  and  railway  fastenings,  or  37}  cents 
per  100  lbs.  on  bar  iron,  cast  iron  water  pipe,  etc.,  nor  should  the 
rates  from  Pueblo  to  San  Francisco  on  such  traffic  or  on  other 
iron  and  steel  articles  be  greater  at  any  time  tiian  75  per  cent 
of  rates  contemporaneously  in  force  on  like  traffic  from  Chicago 
to  San  Francisco  over  any  of  the  different  roads. 

The  basing-point  system  of  rate  making  generally 
followed  in  the  southeastern  section  of  the  country 
affords  numerous  examples  of  discrimination  against 
the  shorter  distance  points.  The  Commission  has 
justified  these  discriminations  wherever  active  water 
competition  has  seemed  to  compel  lower  rates  to  the 
long  distance  points,  and  it  has  also  been  compelled 
by  court  decisions  to  uphold  these  discriminations 
wherever  active  rail  competition  has  proved  a  potent 
factor.    But   the   Conmndssion   has   acted   very   un- 
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willingly  in  so  deciding,  and  it  has  thrown  upon  the 
carriers  the  responsibility  of  showing  that  circumstances 
and  conditions  were  so  dissimilar  as  to  warrant  the 
lower  charges  to  the  long  distance  point. 

In  the  Cordele  Machine  Shop  case  ^  the  Commission 
decided  that  the  fact  that  the  more  distant  point 
was  a  greater  producing  and  distributing  center 
might  be  due  to  no  natural  advantages  possessed 
by  this  place  but  merely  to  the  fact  that  it  was  arbi- 
trarily made  a  favorite  by  the  carrier. 

In  the  Hampton^  Florida^  case*  the  carriers  had 
been  chaining  rates  to  that  city  which  were  made 
up  of  the  through  rate  to  Palatka,  a  point  beyond 
Hampton,  plus  the  local  rate  back  to  Hampton. 
Water  competition  at  Palatka  was  said  to  control 
the  rate  at  that  point  but  this  the  Commission  did 
not  find  to  be  the  case,  and  it  declared  that  under 
the  circiunstances  the  basing-point  system  of  rate 
making  was  unfair  to  sxurounding  localities  because 
the  effect  of  such  a  system 

18  to  enable  the  basmg-point  merchants  to  compete  with  the  local 
merchants  at  their  own  doors  on  equal  terms,  while  the  latter 
are  debarred  from  such  competition  with  the  former,  and  as  to 
territory  intermediate  between  the  basing  points  and  surrounding 
localities  merchants  at  the  basing  points  are  given  such  an  advantage 
in  rates  as  to  enable  them  to  undersell  merchants  at  surrounding 
localities  and  drive  them  out  of  the  jobbing  business  in  such  in- 
termediate territory. 

3.  Group  rates 

No  cases  which  have  come  before  the  Commission 
better  illustrate  the  application  of  the  principle  that 
a  place  is  entitled  to  the  advantages  of  its  geographical 
location  but  is  not  entitled  to  push  this  claim  beyond 

1  Cordels  Machine  Shop  ▼.  L.  A  N.  R.  R.  Co.  e(  al.,  6  I.  C.  C.  Rep.  861. 

*  Bomrd  of  TV»de  of  Hampton,  FU.  ▼.  N.  C.  ft  St.  L.  R'y.  Co.,  8  I.  C.  C.  Rep.  608. 
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the  bounds  set  by  cost  of  service,  than  do  those  cases 
which  deal  with  group  rates,  that  is,  rates  which  are 
common  to  all  points  within  a  given  area  which  are 
reached  by  the  same  lines,  irrespective  of  their  distance 
from  the  basing  point.  Such  a  system  of  rate  making 
is  exemplified  in  the  zone  tarififs  of  Austria  and  Hungary, 
where  the  principle  of  group  rates  may  be  said  to 
have  found  its  logical  application. 

In  one  of  the  earliest  cases  ^  of  this  sort  heard  by 
the  Commission  it  was  shown  that  the  carriers  were 
in  the  habit  of  making  uniform  rates  on  milk  trans- 
ported to  New  York  from  points  on  their  lines  which 
were  situated  at  distances  varying  from  21  to  183 
miles  from  the  point  of  destination.  The  complain- 
ants urged  that  in  this  way  undue  preference  was 
given  to  the  more  remote  points,  inasmuch  as  the 
amount  of  service  rendered  to  these  places  was  greater 
than  that  given  to  the  points  nearer  the  market  altho 
the  charge  was  made  the  same  for  all.  The  com- 
plainants were  apparently  seeking  to  make  use  of 
the  value  of  service  principle  which  the  Commission 
had  already  declared  to  be  the  fundamental  principle 
in  rate  making.  Unfortunately  for  their  cause,  the 
complainants  in  their  brief  made  the  following  ad- 
mission with  reference  to  the  costs  of  conducting 
the  business  of  transporting  milk:  — 

It  will  be  observed  that  the  character  of  the  service  rendered 
IS  the  same  and  every  element  which  goes  to  make  up  the  expense 
account  of  the  railroad  for  performing  this  service  is  identically 
the  same  whether  the  milk  is  taken  to  its  cars  183  miles  from  New 
York  or  21  miles  from  New  York,  except  in  the  length  of  the  haul. 

This  admission  the  Conmiissioners  took  advantage 
of  to  bolster  up  their  decision  that  the  group  rate 

»  N.  W.  Howell  et  al.  ▼.  N.  T.,  L.  E.  ft  W.  R.  R.  Co.  et  aL,  2  I.  C.  C.  Rep.  172;  2 
I.  C.  R.  102. 
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was  justifiable  in  this  case,  since  the  greater  part 
of  the  expense  of  transporting  milk  by  special  trains 
was  independent  of  distance. 

The  special  equipment  and  trains,  the  extra  labor  and  cars,  the 
terminal  services  and  supervision,  are  all  employed  upon  the 
milk  business  as  a  unity  .  .  .  and  it  may  well  be  doubted  whether 
the  length  of  the  haul  establishes  in  this  case  any  very  material 
dififerenoe  between  the  expenses  at  the  different  localities. 

The  Commission's  decision  was  accordingly  made 
to  rest  on  the  basis  of  cost  of  service;  and  the  case 
would  have  been  treated  imder  this  heading  were  it 
not  for  the  fact  that  in  a  later  case  the  Commissioners 
shifted  their  ground  and,  altho  they  did  not  admit 
that  there  was  any  inconsistency;  practically  reversed 
their  decision. 

In  the  later  case  ^  much  the  same  situation  was 
revealed,  but  in  this  instance  the  blanket  rate  on 
milk  and  cream  shipped  by  special  milk  trains  applied 
to  all  places  within  335  miles  from  New  York  by  some 
of  the  defendant  lines.  The  complainants  were  careful 
not  to  weaken  their  case  as  they  did  in  the  former 
instance  by  admitting  that  the  cost  of  service  was 
practically  the  same  from  the  more  distant  points 
as  from  those  near  at  hand.  On  the  contrary,  they 
declared  that  the  rates 

are  purely  arbitrary  and  are  not  at  all  grounded  upon  the  distance 
of  the  terminal  from  the  shipping  points,  nor  based  to  any  extent 
upon  the  value  of  the  products  carried  or  upon  the  cost  of  carriage 
to  the  defendants,  or  upon  any  special  service  rendered. 

They  also  declared  that  the  milk  rates  were  higher 
than  for  other  farm  products  whose  character  was 
the  same  and  whose  costs  and  risks  of  transportation 
were  greater.    Yet  the  real  burden  of  their  complaint, 

1  Milk  Froduoen'  ProtaoUve  AnooUtton  ▼.  D.  L.  ft  W.  R.  R.  Co.  e(  aL,  7  L  C.  C. 
B«p.tt2. 
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tho  it  was  not  boldly  stated;  was  that  the  blanket 
rate  took  from  those  shippers  who  lived  near  New 
York  their  geographic  advantage  of  situation  near 
a  market. 

The  defendants  in  their  answer  laid  stress  on  this 
argument;  through  an  exaggeration  of  statement; 
when  they  alleged  that  the  object  of  the  petition  was 
to  create 

a  monopoly  of  the  milk  business  in  favor  of  a  limited  class  of  shippen 
by  securing  lower  rates  to  them  than  are  granted  to  more  distant 
shippers,  the  practical  effect  of  which  wiU  be  to  drive  the  latter 
out  of  business  and  thus  enable  the  petitioner  and  those  it  represents 
to  secure  higher  prices  from  the  consumers. 

The  carriers  presented  a  strong  argument  in  support 
of  the  group  rates  on  milk;  which  they  contended  were 
better  for  consumers  as  well  as  producers  than  were 
rates  based  on  distance. 

The  Commissioners  made  an  elaborate  investigation 
of  the  facts  concerning  the  distances  of  the  various 
milk-shipping  stations  from  New  York  and  the  amounts 
of  n[iilk  shipped  from  each  station;  of  the  methods 
of  packing  milk  and  the  cost  of  moving  the  milk 
traffic;  of  the  amount  of  milk  handled  by  each  line 
and  the  rates  charged  on  other  farm  produce.  The 
result  was  that  they  decided  against  the  continuance 
of  the  blanket  rate  on  xrd]k  from  all  points  within 
335  mileS;  altho  they  still  upheld  the  principle  of  group 
rates.  In  place  of  the  one  uniform  rate  from  all 
points  on  the  defendants'  lines  they  suggested  the 
following  method  of  grouping:  First  group;  all  places 
within  40  miles  of  the  tern[iinal;  with  a  uniform  rate 
of  23  cents  per  can  (40  quarts)  of  im]kj  and  41  cents 
per  can  of  cream.  Second  group;  all  places  from  40 
to  100  miles  from  the  terminal;  with  a  conmion  rate 
of  26  cents  on  milk  and  44  cents  on  cream.    Third 
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group,  all  places  from  100  to  190  miles  from  the  ter- 
minal, with  a  rate  of  29  cents  on  milk  and  47  cents 
on  cream.  Fourth  group,  all  places  beyond  190  miles 
from  the  terminal,  with  a  rate  of  32  cents  on  rnilk 
and  50  cents  on  cream. 

This  system  of  group  rates,  it  will  be  noticed,  is 
quite  dififerent  from  that  upheld  in  the  Howell  case, 
where  the  distances  covered  by  the  blanket  rate  were 
practically  the  same  as  those  included  in  the  first 
three  groups  of  the  above  classification.  The  Com- 
missioners maintained  that  they  were  guided  by  the 
same  principles  as  controlled  their  decision  in  the 
earlier  case,  and  that  the  situation  differed  in  this 
respect,  ''  that  the  addition  of  new  territory  has 
operated  to  the  prejudice  of  the  old.''  The  real 
difference  between  the  two  cases  was  that  in  the 
Howell  case  the  evidence  seemed  to  show  that  it 
was  necessary  for  the  carriers  to  collect  milk  from 
places  as  far  distant  as  183  miles  from  the  terminal 
in  order  to  secure  a  supply  sufficient  to  satisfy  at 
moderate  prices  the  demand  of  consumers  in  New 
York  City.  As  long  as  the  milk  traffic  was  confined 
to  this  territory  all  producers  within  the  territory 
could  market  their  product  at  prices  which  yielded 
a  fair  profit.  When  the  carriers  later  extended  the 
milk  service  and  the  uniform  rate  to  all  places  within 
335  miles  from  New  York,  the  effect  was  to  widen 
the  source  of  supply  to  such  an  extent  as  to  make 
it  impossible  for  all  producers  within  the  enlarged 
territory  to  dispose  of  their  product.  Some  of  the 
near-by  producers  were  therefore  crowded  out  of 
the  market  by  those  at  a  distance.  The  Commissioners 
declared  it  to  be  the 

duty  of  carriers  to  establish  rates  which  will  not  deprive  producers 
more  favorably  situated  with  reference  to  a  dependence  upon 
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that  market  of  part  of  their  trade  in  a  limited  traffic,  or  prevent 
their  supplying  their  share  of  the  greater  demand  due  to  the  increase 
in  the  city's  population  or  in  the  consumption  per  capita.  Fur- 
nishing an  extra  perishable  article  like  milk  in  no  greater  quantities 
than  is  required  for  daily  use  in  a  given  city  is  a  business  which 
falls  naturally  to  those  producers  nearest  the  city  who  are  able 
to  provide  the  needed  supply. 

That  the  Commissioners  were  of  the  opinion  that 
a  system  of  rate  making  which  had  respect  for  the 
rights  of  the  near-by  producers  would  be  in  accord 
with  the  cost  of  service  principle  emphasized  in  the 
Howell  case  is  shown  by  their  statement  that,  '^  Pru- 
dence would  influence  railroad  managers  to  confine 
the  collection  of  milk  within  the  territory  in  which 
it  can  be  most  cheaply  handled  and  to  extend  the 
milk  system  no  further  than  the  increase  and  growth 
of  the  demand  should  require.'' 

We  have  already^  given  some  consideration  to  the 
case  of  the  Commercial  Club  of  Omaha  v.  Chicago  and 
Northwestern  Railway  Company  et  al.*  and  have  seen 
that  a  majority  of  the  Conmodssion  refused  to  sanction 
the  demand  of  the  complainants  that  since  Omaha, 
Nebraska,  and  Council  Bluffs,  Iowa,  had  a  group 
rate  to  points  in  Nebraska,  they  should  also  have  a 
group  rate  to  points  in  Iowa.  A  difference  in  the 
cost  of  service  from  the  two  places  was  given,  it  will 
be  remembered,  as  one  reason  for  refusing  the  demand 
of  the  complainants.  Another  argument  which  found 
a  large  place  in  the  reasoning  of  two  of  the  three 
Commissioners  who  constituted  the  majority  was 
that  jobbers  of  Council  Bluffs  were  entitled  to  their 
natural  advantages  of  location  for  carrying  on  the 
Iowa  trade.    Their  argument  was  as  follows :  — 

As  respects  the  distributing  trade  in  Iowa  it  cannot  well  be  denied 
that  Council  Bluffs  has  some  natural  advantages  of  location.  .  .  . 

1  See  p.  282.  *  7  I.  C.  C.  Rep.  386. 
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If  Council  Bluffs  is  more  favorably  situated  with  reference  to 
the  trade  of  western  Iowa,  the  carriers  are  not  to  be  condemned 
for  recognizing  that  fact  in  adjusting  their  charges.  It  does  not 
necessarily  follow  that  rates  should  be  the  same  from  Omaha  and 
Council  Bluffs  into  Iowa  because  they  are  the  same  from  those 
places  into  Nebraska.  If  Council  Bluffs  has  an  undue  advantage 
in  the  matter  of  west-bound  rates,  the  correction  of  any  resulting 
injustice  to  Omaha  must  be  sought  in  an  appropriate  proceeding. 

This  reasoning  would  meet  with  more  ready  ac- 
ceptance by  the  student  of  railway  rates  had  not 
previous  decisions  of  the  Conmiission  already  recog- 
nized the  validity  of  group  rates  under  circmnstances 
and  conditions  which  leave  little  room  for  doubt 
that  its  members  would  have  held  them  applicable, 
as  a  general  rule,  to  Omaha  and  Council  BluffS;  had 
that  question  been  directly  before  them.  Indeed, 
the  argument  of  the  majority  in  this  case  shows  that 
they  recognized  the  validity,  or  perhaps  the  necessity, 
of  group  rates  for  Omaha  and  Council  Bluffs  to  and 
from  all  parts  of  the  country  except  to  points  in  Iowa. 
To  permit  the  continuance  of  a  group  rate  from  these 
cities  to  all  places  except  Iowa  points,  and  then  to 
fall  back  upon  ''  natural  advantages  of  location '' 
as  a  reason  for  refusing  group  rates  to  points  in  Iowa 
seems  illogical  and  it  brings  up  the  question  as  to 
whether  group  rates  are  ever  justifiable,  —  that  is, 
whether  they  can  be  given  without  taking  away  from 
certain  places  their  natural  advantages  of  location. 

The  two  dissenting  Commissioners  in  the  case 
did  not  object  to  the  argument  that  Council  Bluffs 
was  entitled  to  its  natural  advantages  of  location. 
Their  refusal  to  agree  with  the  majority  was  due 
wholly  to  the  fact  that  they  held  that  the  agreement 
entered  into  between  the  roads,  '^  to  establish  and 
maintain  absolute  equality  in  in  and  out  rates  for  these 
towns ''  did  create  a  claim  for  the  maintenance  of  this 
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agreement  in  respect  to  Iowa  points  if  it  were  main- 
tained for  other  points. 

4«    Natural  advantages  due  to  competUian 

Competition  might  be  thought  to  create  artificial 
advantage  rather  than  natural  ones  and  doubtless 
this  is  true  in  many  instances.  There  are  certain 
conditions,  however,  in  which  a  place  has  an  advantage 
over  its  competitors  owing  to  the  fact  that  it  is  so 
situated  by  nature  as  to  enjoy  the  advantages  of 
competing  routes.  Oiicago,  situated  at  the  lower 
end  of  Lake  Michigan,  where  the  railway  lines  running 
from  the  east  to  the  northwest  must  roimd  the  lake, 
is  a  notable  example  of  a  place  naturally  located  to 
enjoy  competition.  In  most  of  the  cases  involving 
competition  the  Commission  has  rested  its  decision 
squarely  on  the  basis  of  this  competition,  ¥nthout 
endeavoring  to  show  that  this  was  a  natural  advantage 
possessed  by  the  competitive  point.  Accordingly 
most  of  these  cases  considered  will  be  dealt  with 
in  a  subsequent  section  of  this  paper.  There  are, 
however,  a  few  cases  in  which  the  Commission  has 
seen  in  a  competitive  situation  a  nat\u*al  advantage 
which  entitled  the  one  town  to  lower  rates  than  those 
granted  to  its  rivals. 

Two  cases  *  in  which  the  city  of  Sioux  Falls,  South 
Dakota,  was  the  real  complainant  will  suffice  to  illus- 
trate this  point,  since  in  the  one  case  the  Com- 
missioners found  that  competition  created  a  natural 
advantage  for  one  city  and  in  the  second  case  no  such 
natural  advantage  appeared. 

In  the  first  case  complaint  was  made  that  rates 
from  Chicago  to  Sioux  Falls  were  unjust  and  un- 

1  £.  J.  DanielB  v.  C.  R.  I.  A  P.  R'y  Co.  et  al.;  E.  J.  Danleb  y.  Great  Northern 
R'y  Co.,  6  I.  C.  C.  R«p.  458. 


RAILWAY  RATE  THEORIES  315 

reasonable  as  compared  with  the  rates  from  Chicago 
to  Sioux  City,  Iowa.  The  short  line  route  from 
Chicago  was  slightly  less  to  Sioux  City  than  to  Sioux 
Falls  but  both  places  were  well  served  with  railroads 
connecting  them  not  only  with  Chicago  but  also  with 
Duluth,  Milwaukee,  and  other  points  on  the  Great 
Lakes.  The  Commissioners  did  not  think  that  under 
the  circumstances  the  slight  difference  in  distance 
was  a  sufficient  cause  for  a  difference  in  the  rates  to 
the  two  cities.    They  said :  — 

Confining  the  issue  to  location  alone  and  taking  into  account 
only  the  relation  of  the  carriers  to  these  two  towns,  we  should 
have  little  hesitation  in  prescribing  for  Sioux  Falls  substantially 
the  same  rates  from  Chicago  as  are  granted  to  Sioux  City.  But  .  .  . 
other  considerations  incline  us  to  a  somewhat  different  conclusion. 

These  other  considerations  grew  out  of  the  fact 
that  Sioux  City  is  situated  on  the  Missouri  river 
while  Sioux  Falls  is  not.  It  had  been  for  a  long  time 
the  practice  of  the  western  railroads  to  make  rates  from 
the  east  somewhat  more  favorable  to  cities  situated 
on  the  Missouri  river  than  to  other  near-by  points. 
This  practice  had  its  origin  in  the  fact  that  at  one 
time  water  competition  by  Missouri  river  boats 
had  been  a  potent  element  in  the  determination  of 
railway  rates;  and,  altho  this  competition  by  water 
had  almost  ceased,  the  business  interests  of  the  Mis- 
souri river  towns  had  appeared  to  be  more  or  less 
dependent  on  the  maintenance  of  the  old  rates  and 
they  had  accordingly  been  continued. 

The  Commission,  altho  expressing  its  displeasure 
with  the  basing-point  system  of  rate  making  which 
gave  such  a  preference  to  the  Missouri  river  towns, 
saw  no  way  of  correcting  the  evil  without  disturbing 
the  entire  rate  situation  in  the  west  and  creating 
commercial  disturbances  in  the  Missouri  river  cities 
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as  well.  The  only  practicable  remedy  was,  therefore, 
to.  reduce  rates  to  Sioux  Falls.  Yet,  while  they  ordered 
some  reduction  in  the  rates  to  that  place,  the  Com- 
missioners were  unwilling  to  add  another  to  the  list 
of  Missouri  river  towns.  The  reason  for  allowing 
a  difference  in  the  rates  to  the  two  towns  could  hardly 
have  been  actual  competition  in  the  one  case  which 
did  not  exist  in  the  case  of  the  other,  for  as  we  have 
seen  the  two  places  seem  to  be  equally  favored  in  this 
respect;  nor  could  it  have  been  distance,  for  the 
Commission  ignored  the  slight  difference  in  the  dis- 
tances. Sioux  City's  advantage  lay  rather  in  the 
fact  that  it  was  a  Missouri  river  town  and  thus  shared 
in  the  favors  granted  by  the  carriers  to  those  towns. 

The  peculiar  advantage  possessed  by  Sioux  City 
in  the  above  case  will  perhaps  be  better  understood 
after  a  consideration  of  the  second  case  brought  by 
the  Sioux  Falls  complainant.  In  this  case  complaint 
was  made  that  rates  from  Duluth  were  higher  to 
Sioux  Falls  than  to  Sioux  City,  which  was  78  miles 
farther  from  Duluth.  The  Conuuissioners  found  in 
this  case  no  reason  for  a  difference  in  the  rates  to  the 
two  places.  '^  The  location  of  Sioux  Falls,  its  distance 
from  Duluth,  and  the  conditions  under  which  trans- 
portation is  effected,  seem  to  require  as  low  rates  to 
Sioux  Falls  as  those  accorded  to  Sioux  City.''  In 
some  respects  this  decision  might  be  regarded  incon- 
sistent with  the  decision  in  the  Chicago-Sioux 
Falls  case;  since  the  later  decision  would  seem  to 
require  that  rates  from  Chicago  to  Sioux  Falls  be 
reduced  in  order  to  meet  the  reduction  in  the  Duluth- 
Sioux  Falls  route.  It  did  not  appear  from  the  Com- 
mission's investigations,  however,  that  the  Duluth 
route  was  an  active  competitor  with  the  Chicago 
route  for  Sioux  Falls  traffic. 
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Attention  must  once  more  be  called  to  the  fact 
that  the  natural  advantages  recognized  in  this  series 
of  cases  are  always  due  to  differences  in  cost  of  pro- 
duction or  transportation.  The  natural  advantage 
possessed  by  a  place  may  be  due  to  lower  costs  of 
production  as  in  the  Eau  Claire  case,  or  to  lower 
costs  of  transportation  as  in  the  Boston  Chamber 
of  Comimerce  case,  or  to  a  combination  of  these  two 
as  in  the  Michigan  salt  case.  The  natural  advantage 
may  be  due  to  a  shorter  distance  covered  in  trans- 
portation, in  which  case  lower  costs  are  reflected. 
Group  rates  which  would  tend  to  annul  differences 
in  distance  or  costs  of  transportation  are  justifiable 
only  when  these  differences  are  slight  and  when  the 
group  rates  do  not  deprive  any  of  the  more  favorably 
located  producers  of  a  market  for  their  products; 
for  they  have  the  first  claim  on  that  market.  Natural 
advantages  which  are  ascribed  to  competition  are 
the  hardest  to  explain  on  the  groimds  of  differences 
in  cost;  but  in  the  one  case  cited  it  may  be  said  that 
the  preference  given  to  Sioux  City  was  originally 
due  to  the  fact  that  she  had  the  advantage  of  a  cheap 
water  route  to  market,  and  that  even  after  this  water 
route  had  been  abandoned  it  continued  to  furnish 
potential  competition  which  had  been  given  recogni- 
tion in  the  system  of  rate  making. 

VI.  Competition 

The  act  to  regulate  commerce  was  passed  by  a 
Congress  which  was  strongly  of  the  belief  that  com- 
petition between  railroads  was  salutary  in  its  workings 
and  was  to  be  fostered.  The  purpose  of  regulation 
was  not  to  thwart  competition  but  to  check  monopoly. 
The  framers  of  the  act  and  those  who  voted  for  it 
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may  not  have  rightly  understood  the  nature  of  railway 
competition  and  its  effect  in  producing  discriminations, 
but  there  can  be  no  doubt  that  they  intended  that 
the  act  should  promote  competition  between  carriers 
and  between  places,  and  that  they  placed  reliance 
on  competition  as  a  rate-making  force  beneficent  in 
its  results. 

The  members  of  the  Interstate  Commerce  Com- 
mission appointed  to  carry  out  the  provisions  of  the 
act  were  fully  aware  of  the  intention  of  Congress 
in  this  matter,  and  in  good  faith  undertook  to  apply 
the  competitive  principle  to  railway  rates.*  This 
is  not  the  place  to  enter  into  a  discussion  of  the  ways 
in  which  the  Interstate  Commerce  Commission  grad- 
ually modified  its  views  as  to  the  beneficial  effects 
of  competition  between  railroads  and  came  to  the 
conclusion  that  competition  between  carriers  could 
be  made  an  excuse  for  discrimination  between  places 
only  in  those  cases  where  the  lower  rates  were  forced 
by  the  competition  of  carriers  not  subject  to  the 
act  to  regulate  commerce.  Nor  do  we  need  to  explain 
at  length  the  way  in  which  this  tendency  of  the  Com- 
mission was  thwarted  by  the  decisions  of  the  Federal 
courts^  to  the  effect  that  competition  between  the 
carriers  subject  to  the  act  might  create  such  dis- 
similar circumstances  and  conditions  as  to  warrant 
their  being  taken  into  account  by  the  Commission 
"  as  having  due  regard  to  the  interests  of  the  public 
and  of  the  carriers." 

It  is  important  to  note,  however,  that  the  difference 
of  opinion  between  the  Commission  and  the  courts 
concerning  the  extent  to  which,  under  the  act,  com- 
petition might  be  allowed  to  influence  rates,  makes 

>  See  the  First  Annual  Report  of  the  Gommlasion,  p.  40. 

*  Social  Cirde  Case;  182  U.  S.  184.    Troy  case;  168  U.  S.  144. 
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it  UDcertam  how  far  the  real  opinion  of  the  Com- 
missioners is  reflected  in  some  of  the  cases  to  be  con- 
sidered under  the  heading  of  competition.  Since 
the  purpose  of  the  present  inquiry  is  to  show  how  a 
consideration  of  the  economic  and  social  conditions 
affecting  rate  making  has  led  the  Interstate  Commerce 
Commission  to  develop  certain  fimdamental  prin- 
ciples controlling  railway  rates,  we  are  less  interested 
in  those  cases  in  which  the  decisions  of  the  Commission 
have  resulted  simply  from  obedience  to  the  orders 
of  the  courts.  But  in  many  of  the  cases  which  have 
come  before  it  the  Commission  has  of  its  own  volition 
decided  that  competition  was  the  controlling  factor 
in  the  determination  of  the  rates  in  question.  These 
cases  may  be  classified  as  follows:  (1)  Those  in  which 
the  controlling  competition  is  between  carriers  subject 
to  and  those  not  subject  to  the  act  to  regulate  com- 
merce. (2)  Those  cases  in  which  the  competition 
16  between  carriers  subject  to  the  act.  (3)  Where 
the  competition  is  between  places  or  between  different 
sections  of  the  country.  (4)  Export  rate  cases.  (5) 
Where  competition  between  shippers  or  between 
producers  is  the  controlling  factor.  (6)  Where  com- 
petition is  necessary  to  prevent  the  growth  of  monopoly. 

1.   Competition  between  carriers  subject  to  and 
those  not  subject  to  the  act 

The  act  to  regulate  commerce  did  not  include 
within  its  scope  carriers  engaged  in  the  transportation 
of  passengers  and  goods  entirely  by  water.  And 
for  obvious  reasons  it  could  not  include  those  carriers, 
whether  by  rail  or  by  water,  which  were  wholly  subject 
to  a  different  political  jurisdiction  but  which  never- 
theless might  at  times  actively  compete  with  American 
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railroads  for  certain  kinds  of  traffic.  It  was  clear 
that  unless  the  carriers  made  subject  to  the  act  were 
to  be  deprived  of  their  fair  share  of  this  highly  com- 
petitive traffic  they  must  be  allowed  to  meet  the 
low  rates  set  by  carriers  not  subject  to  the  act;  even 
if  this  involved  the  granting  of  lower  rates  on  the 
competitive  traffic  than  were  accorded  to  traffic 
not  competitive.  Brief  mention  will  suffice  of  the 
cases  in  which  the  Commission  has  upheld  rate  dis- 
criminations which  were  clearly  shown  to  have  re- 
sulted from  the  competition  of  carriers  not  subject 
to  the  act.  The  only  cases  in  which  the  Commission 
has  refused  to  recognize  such  competition  as  a  legiti- 
mate force  controlling  rates  is  where  the  carrier  subject 
to  the  act  was  shown  to  be  the  active  and  not  the 
passive  factor,  that  is,  where  it  was  shown  to  have 
forced  the  low  rates  on  its  competitors,  instead  of 
having  had  the  low  rates  forced  upon  it.  The  Com- 
missioners have  also  insisted  that  where  a  carrier 
has  accepted  a  low  rate  on  a  portion  of  its  traffic 
because  this  low  rate  was  forced  upon  it  by  competition, 
the  low  competitive  rate  must  be  high  enough  to 
cover  the  additional  costs  of  handling  this  traffic. 
Otherwise  it  would  be  necessary  to  increase  the  rates 
on  the  non-competitive  traffic  to  make  up  for  the 
loss  occasioned  by  the  addition  of  the  competitive 
traffic. 

In  the  case  of  Lehmann,  Higginson  &  Co.  v.  The 
SouOiem  Pacijic  Company  et  al.  S  the  Commission 
decided  that  a  rate  of  85  cents  per  100  pounds  on 
sugar  carried  from  San  Francisco  to  Humboldt,  Kansas, 
was  not  unlawful,  altho  only  65  cents  were  charged 
for  like  shipments  to  Kansas  City,  Kansas,  which 
was  100  miles  farther  from  San  Francisco  than  was 

1  4  I.  O.  O.  Rep.  1. 


RAILWAY  RATE  THEORIES  321 

Humboldt.  ''  Actual  water  competition  of  control- 
ling force''  was  shown  to  have  determined  the  low 
rate  to  Kansas  City  and  at  the  same  time  it  was  shown 
that  this  low  rate  afforded  to  the  carrier  some  revenue 
above  the  cost  of  moving  the  traffic.  The  rate  to 
Humboldt  on  the  other  hand  was  shown  to  be  not 
unreasonable  and  to  be  even  lower  than  it  would 
have  been  except  for  the  influence  of  the  competitive 
conditions  at  Kansas  City. 

For  the  same  reasons  the  Commissioners  upheld  ^ 
the  practice  of  the  railroads  in  granting  lower  rates 
to  the  Standard  Oil  Company  on  petroleum  shipments 
to  certain  points  in  California  from  the  oil  fields  in 
Pennsylvania  and  Ohio  than  were  granted  to  the 
Standard's  competitors  located  at  intermediate  points 
on  the  railroads.  Competition  of  part-rail  and  part- 
water  lines  and  of  part-pipe  and  part-water  lines 
existed  in  case  of  the  Standard's  product  which  did 
not  exist  in  case  of  its  competitors. 

Water  competition  of  "  controlling  force "  was 
held  to  justify'  carriers  in  charging  less  on  traffic 
sent  from  New  York  City  to  Memphis,  Tennessee, 
than  to  Chattanooga  in  the  same  state.  Lower 
rates  to  Nashville  than  to  Chattanooga  were  not 
upheld  because  the  Conmiission  did  not  believe  that 
water  competition  at  Nashville  was  sufficient  to 
compel  the  low  rates  to  that  point.  The  United 
States  Supreme  Court  refused*  to  enforce  the  order 
of  the  Commission  with  reference  to  the  Nashville 
rate  and  on  a  rehearing  ^  of  the  case  the  Commission 

>  Georia  Rioe  v.  A.  T.  &  S.  F.  R.  R.  Co.  et  al.,  4  I.  C.  C.  Rep.  228. 

*  Boud  of  Tmde  of  Ghattuooga  v.  East  Tenn.,  Va.  h  Ga.  R'y  Co.  et  al.,  A  I.  C.  C. 
Rep.  640. 

•  181  U.  8.  29. 

«  Chamber  of  Commeroe  of  Chattanooca  v.  Southern  R'y  Co.  et  al.,  10  I.  C.  C. 
Rep.  111. 
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decided  that  "  the  traffic  from  New  York  and  other 
eastern  points  is  carried  to  Nashville  and  Chattanooga 
under  substantially  different  circumstances  and  con- 
ditions " ;  hence  the  higher  rate  to  Chattanooga  was 
not  unlawful. 

In  the  case  of  W.  S.  King  &  Co.  v.  The  New  York, 
New  Htuunj  mvd  Hartford  Railroad  Company  et  al.  S 
complaint  was  made  that  a  through  rate  of  nine  cents 
per  100  poimds  was  given  on  flour  sent  from  New 
York  to  Boston,  but  to  Readville,  Massachusetts^ 
eight  miles  nearer  to  New  York  the  rate  was  18  cents, 
the  sum  of  the  combined  local  rates  to  that  point. 
The  Conmiissioners  upheld  the  discrimination  against 
Readville  on  the  following  grounds:  (1)  The  low 
rate  to  Boston  was  forced  by  water  competition  and 
was  under  the  circumstances  allowable.  (2)  There 
was  no  evidence  that  the  local  rates  to  Readville 
were  in  themselves  unreasonable.  (3)  The  traffic 
secured  by  doing  the  Boston  business  at  the  low  rates 
and  which  could  otherwise  not  be  secured  enabled 
the  carriers  to  ''  make  the  local  rates  considerably 
lower  than  they  would  otherwise  be." 

With  reference  to  this  latter  point  it  may  be  said 
that  it  is  difficult  to  see  how  the  local  rates  could  be 
made  less  by  means  of  the  revenue  derived  from  the 
through  business,  if,  as  the  carriers  claimed,  the 
rates  to  Boston  were  ''  but  little  in  excess  of  the  actual 
cost  of  doing  the  work." 

The  Canadian  Pacific  Railway,  not  being  subject 
to  the  act  to  regulate  commerce,  has  always  been 
a  distiu*bing  factor  in  the  rate  situation,  particularly 
in  the  transcontinental  freight  and  passenger  business. 
The  Interstate  Commerce  Commission  when  brought 

>  4  I.  C.  C.  251;  3  I.  C.  R.  272. 
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face  to  face  with  the  situation  created  by  the  com- 
petition of  this  foreign  route  has  declared:  ^  — 

The  competing  American  lines  must  either  meet  the  reduced  rates 
of  such  foreign  carrier  or  lose  their  share  of  the  traffic,  and  they 
cannot  make  such  reduced  rates  apply  at  intermediate  points 
without  suffering  large  loss  of  necessary  revenue. 

The  Commission  has  under  such  circumstances 
generaUy  reUeved  the  American  carriers  from  the 
operation  of  the  long  and  short  haul  clause  of  the 
act  in  order  to  enable  them  to  meet  the  competition 
for  through  traffic. 

These  are  only  a  few  of  the  cases  in  which  com- 
petition by  carriers  not  subject  to  the  act  to  regulate 
commerce  has  been  held  by  the  Conmiission  to  justify 
carriers  subject  to  the  act  in  lowering  their  rates 
at  competitive  points.  Viewed  purely  as  an  economic 
and  social  proposition,  it  is  at  least  debatable  whether 
one  carrier  should  be  allowed  to  take  traffic  from 
another  which  can  carry  it  at  less  expense,  but  in 
view  of  the  fact  that  not  all  carriers  were  made  subject 
to  government  rate  regulation,  and  since  it  was  clearly 
the  intention  of  the  framers  of  the  act  to  promote 
competition  wherever  competition  was  possible,  it 
is  evident  that  the  Commission  has  pursued  the  only 
way  open  to  it  in  permitting  these  competitive  rates. 

2.   Competition  between  carriers  subject  to  the  act 

That  competition  between  carriers  subject  to  the 
act  to  regulate  commerce  could  create  such  dissimilar 
circumstances  and  conditions  that  carriers  might 
feel  themselves  justified  in  making  it  an  excuse  for 
departing  from  the  rule  laid  down  by  the  long  and 

>  In  the  matter  of  the  application  of  the  A.  T.  &  S.  F.  R'y  et  al.  for  a  suspenalon 
of  the  fourth  section.    7  I.  C.  C.  Rep.  603. 
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short  haul  section  of  the  act,  was  quite  foreign  to 
the  minds  of  the  Commissioners  during  the  early 
years  of  their  service.  As  explained  in  the  Commission's 
Seventh  Annual  Report,^  the  Commission  had  held, 
prior  to  the  decisions  of  the  Federal  courts  placing 
a  different  interpretation  upon  the  language  of  the 
fourth  section  of  the  act,  that  *'  the  only  railroad 
competition  which  may  justify  carriers  in  fixing  rates 
contrary  to  the  long  and  short  haul  principle  was 
in  '  rare  and  peculiar  cases  \" 

The  decision  of  the  United  States  Supreme  Court 
in  the  Troy  case  (168  U.  S.  144)  compelled  the  Com- 
mission to  admit  that  competition  between  carriers 
subject  to  the  act  was  a  factor  which  must  be  taken 
into  consideration  in  determining  the  reasonableness 
of  a  given  rate.  Many  of  the  later  cases  coming 
before  the  Commission  are  decided,  therefore,  on  the 
principle  that  the  rates  in  question  are  made  necessary 
by  the  competition  of  other  roads.  As  already  stated, 
these  cases  are  of  less  value  to  us  in  oiu*  search  for 
economic  principles  than  those  in  which  the  decision 
was  not  forced  upon  the  Commission,  and  for  that 
reason  we  shall  give  them  scant  attention.  We  must 
not,  however,  fail  to  note  those  ''  rare  and  peculiar 
cases,"  in  which  the  Commission,  on  its  own  initiative, 
has  decided  that  competition  between  carriers  subject 
to  the  act  is  a  controlling  factor  in  the  determination 
of  a  rate. 

In  the  first  case  ^  of  this  sort  to  be  considered,  ap- 
plication was  made  by  a  carrier  to  be  relieved  from 
the  operation  of  the  long  and  short  haul  clause  during 
the  progress  of  the  Columbian  Exposition  in  Chicago 
in  1893.    This  carrier  had  in  connection  with  other 

>  p.  88. 
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carriers  established  a  through  passenger  service  to 
Chicago  from  Lima,  Dayton,  and  other  points  in  Ohio. 
The  distance  from  these  places  to  Chicago  by  the 
combination  route  was  much  greater  than  the  dis- 
tance by  direct  and  competing  lines.  The  petitioner 
therefore  desired  to  be  allowed  to  meet  the  rates 
of  its  competitors  to  Chicago  without  reducing  the 
rates  from  intermediate  and  non-competitive  points. 
The  Concimission  granted  the  petition,  and  in  so  doing 
said:  — 

In  the  case  under  consideration  it  is  shown  that  additional  trans- 
portation facilities  and  accommodations  for  passengers  travelling 
from  Lima  through  Dayton  to  Chicago  and  retiun,  during  the 
World's  Fair  Exposition,  are  necessary  to  the  convenience  and 
safety  of  travellers  to  and  from  the  Exposition.  The  petitioner 
has  made  provision  for  such  increased  facilities  by  establishing 
a  new  route  which  can  only  be  utilized  by  the  acceptance  of  the 
lower  rate  from  Lima,  $9,  which  has  been  established  by  a  com- 
peting carrier  having  a  more  direct  route.  ...  It  also  appears 
that  this  lower  rate  will  3rield  to  the  petitioner  something  more 
than  the  cost  of  the  service. 

Other  cases  of  the  same  sort  have  frequently  arisen 
where  a  carrier  having  a  long  and  circuitous  route 
has  desired  to  enter  into  competition  with  a  carrier 
having  a  more  direct  route  but  has  felt  unable  to 
make  the  rates  at  intermediate  points  as  low  as  at 
the  competitive  points.  When  application  has  been 
made  to  the  Conmiission  for  relief  from  the  foiuili 
section,  the  petition  has  usually  been  granted,^  pro- 
vided the  petitioners  were  able  to  show:  (1)  that 
the  circuitous  route  had  not  forced  the  low  rate  but 
that  it  was  forced  upon  it;  (2)  that  the  low  rate  at 
competitive  points  would  yield  to  the  carrier  some 
net  revenue,  that  is,  something  more  than  the  costs 
of  handling  the  traffic;    (3)  that  the  rates  at  the  in- 

t  8«e  for  lOiMtratlon  petlUons  of  C.  &  E.  I.  R.  R.  Co.,  and  of  D.  L.  ft  W.  R'j  Co. 
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tennediate  points  were  not  unreasonable,  and  that 
they  would  not  be  raised;  (4)  that  business  interests 
along  the  line  would  be  promoted  by  allowing  such 
competition. 

Since  November,  1897,  when  the  Supreme  Court 
in  the  Troy  case  decided  that  competition  between 
carriers  subject  to  the  act  might  create  such  dis- 
similar circumstances  and  conditions  as  to  warrant 
a  greater  charge  for  a  short  than  for  a  long  haul, 
there  have  been  many  cases  in  which  the  Commission 
has  given  competition  between  railroads  as  a  reason 
for  upholding  certain  rates  brought  in  question  before 
it.  In  some  of  these  cases  it  is  evident  that  the  Com- 
mission is  merely  following  the  precedents  established 
by  the  courts.  In  other  cases  it  is  not  so  clear  that 
the  Commission  is  not  expressing  the  opinions  of  its 
own  members  in  regard  to  the  influence  which  com- 
petition between  railroads  may  properly  exercise 
on  rates.  The  Conmiissioners  at  times  have  adopted 
a  line  of  reasoning  which  seems  to  show  that  even 
without  the  guidance  of  the  courts  they  would  have 
given  much  weight  to  railway  competition  as  an 
influence  tending  to  establish  fair  and  reasonable 
rates.  One  or  two  references  to  some  of  the  later 
decisions  will  make  this  point  clear. 

In  the  case  of  the  Mayor  and  City  Council  of  Wichita 
V.  The  Atchinson,  Topeka  &  Santa  Fe  Railway  Co. 
et  aU,  complaint  was  made  that  the  city  of  Wichita, 
Kansas,  was  being  unjustly  discriminated  against 
because  on  grain  intended  for  export  the  rates  to 
Galveston,  Texas,  from  Wichita  were  higher  than 
from  Kansas  City,  Missouri,  which  was  a  more  distant 
point.  It  was  also  claimed  that  the  Wichita  rate 
was  in  itself  unreasonable. 

1  9  I.  C.  C.  Rep.  534. 
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The  Commission  discovered  that  conditions  at 
Kansas  City  made  the  rates  from  that  point  highly 
competitive,  since  grain  intended  for  export  was  sent 
by  several  routes,  to  Atlantic  as  well  as  to  Gulf  ports, 
and  these  rates  had  long  been  the  resultant  of  this 
active  competition.  They  were,  therefore,  beyond 
the  control  of  the  defendant  carriers.  Under  the 
circumstances  the  rates  from  Kansas  City  to  Galveston 
were  all  that  the  tamfif  would  bear,  while  the  Wichita 
rates  were  not  subject  to  such  highly  competitive 
conditions.  The  Commissioners  believed,  however, 
that  the  discrimination  against  Wichita  was  too  great 
and  that  rates  from  there  to  Galveston  were  excessive 
to  the  extent  of  two  cents  per  100  pounds.  In  ren- 
dering their  decision  to  this  effect  the  Commissioners 
paid  some  attention  to  cost  of  service  and  to  other 
considerations,  but  in  the  main  their  opinion  was 
based  on  the  fact  that  competition  had  tended  in  the 
long  run  to  establish  a  rate  of  28i  cents  per  100 
pounds  from  Wichita  to  Galveston  and  this  rate  must 
therefore  be  regarded  as  a  reasonable  one.  Their 
argument  was  as  follows :  — 

One  test  of  a  reasonable  rate  is  to  inquire  what  has  been  the  result 
of  competition  between  different  carriers;  when  several  different 
lines  of  railway  could,  and  did  bid  for  the  same  traffic,  at  what 
price  have  these  carriers  transported  that  traffic?  Where  such 
competitive  conditions,  operating  through  several  years,  have 
settled  down  into  a  certain  rate,  we  think  that  fact  is  of  great 
weight.  Now  in  the  case  before  us  competition,  after  being  sub- 
jected to  all  the  restrictions  then  possible,  resulted  in  an  actual 
rate  from  Wichita  not  exceeding  28^  cents  on  the  average.  While 
not  conclusive,  this  is  certainly  important  in  attempting  to  de- 
termine what  is  a  reasonable  charge. 

This  statement,  which  seems  to  place  implicit  con- 
fidence in  competition  as  a  force  tending  to  establish 
reasonable  rates,  is  not  the  only  one  which  might 


328  QUARTERLY  JOURNAL  OF  ECONOMICS 

be  cited  in  support  of  this  point  of  view.  Generally 
speaking,  whenever  the  Commission  has  upheld  '^  a 
long  existing  rate ''  (and  such  cases  are  frequent), 
the  decision  has  apparently  rested  on  this  view  con- 
cerning the  permanent  results  of  competition. 

Another  application  of  the  doctrine  that  differences 
in  rates  may  sometimes  be  justified  by  differences 
in  competitive  conditions  is  found  in  the  case  of  Weil 
Brothers  &  Company  v.  Pennsylvania  Railroad  Com- 
pany  et  aU  The  question  raised  was  whether  it  was 
lawful  and  just  to  charge  62  cents  per  100  pounds 
for  transporting  "  wool  in  the  grease  "  from  Philar 
delphia  to  Fort  Wayne,  Indiana,  when  at  the  same 
time  a  rate  of  43  cents  per  100  pounds  was  given  on 
the  same  commodity  transported  in  the  other  direction. 
The  Commission  upheld  the  difference  in  rates  on 
the  following  groimds :  — 

A  great  and  increasmg  volume  of  freight  is  a  factor  of  much  in- 
fluence towards  the  depression  of  rates.  The  great  volume  of 
freight  from  the  west  produces  a  competition  to  secure  the  traffic 
which,  with  the  facilities  provided  for  its  handling,  serves  to  secure 
...  a  rate  to  the  seaboard  which  may  not  be  taken  as  a  fair 
measure  of  rates  on  the  same  commodities  in  chance  shipments 
in  the  opposite  direction. 

Altho  it  does  not  fall  within  the  class  now  under 
discussion  it  is  interesting  to  note  here  that  another 
case  ^  was  decided  by  the  Commission  within  three 
weeks  of  the  time  when  the  case  just  quoted  was 
settled,  in  which  the  decision  rested  on  precisely  the 
opposite  groimds.  The  question  involved  the  right 
of  carriers  to  charge  higher  rates  on  screen  doors 
shipped  from  Fenton,  Michigan  (near  Detroit),  to 
Winsooki,  Vermont,  than  were  charged  from  Winsooki 

>  11 1.  C.  C.  Rep.  627. 
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to  Detroit.  The  Commission  gave  the  following 
reason  for  allowing  the  discrimination  to  continue :  — 

To  a  considerable  extent  the  bulky  products  of  the  west  requu^ 
for  their  transportation  equipment  in  excess  of  that  necessary 
to  the  carriage  of  west-bound  freight,  so  that  there  is  a  greater 
movement  of  empty  cars  under  lighter  power  westward,  which 
increases  the  expense  of  transportation  to  the  carriers.  .  .  .  Some 
disparity,  therefore,  between  the  rates  on  east-bound  and  west- 
bound traffic  seems  to  be  justified  by  the  conditions  resulting 
from  the  empty  car  movement  in  one  direction. 

Here  it  is  evident  that  cost  of  service  is  the  control- 
ling principle.  The  Conmiission  seems  imaware  of 
the  inconsistency  between  these  two  decisions. 

3.  Competition  between  places  or  sections 

Competition  between  places  or  sections  is  frequently 
more  intense  than  that  between  carriers  and  is,  indeed, 
not  seldom  the  cause  of  the  latter.  The  desire  to 
preserve  competition  between  places  has,  however,  at 
times  been  used  by  the  Commission  as  an  argument 
for  restricting  within  certain  limits  the  competition 
between  carriers.  Most  of  the  cases  in  which  this 
attitude  has  been  taken  have  arisen  since  the  decision 
of  the  Supreme  Court  in  the  Troy  case  and  doubtless 
the  Commission's  decisions  have  been  considerably 
affected  by  the  ruling  of  the  Court. 

A  case  which  affords  a  good  illustration  of  this 
sort  of  competition  is  that  of  The  Wilmington  Tariff 
Association  of  Wilmington,  North  Carolina,  v.  the 
Cincinnati,  Portsmouth,  and  Virginia  Railroad  Com- 
pany et  cd.^  The  city  of  Wilmington  had  long  served 
as  a  distributing  center  to  many  interior  towns  of 
North  and  South  Carolina  not  only  for  goods  imported 
by  water,  but  likewise  for  goods  brought  from  the 
west.     Through    a    readjustment    of    freight    rates 

1  0 1.  C.  C.  Rep.  118. 
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made  by  the  eastern  trunk  lines,  Wilmington's  chief 
competitors,  Norfolk  and  Richmond,  Virginia,  were 
given  rates  from  the  west  much  lower  than  had  hitherto 
prevailed,  —  rates  which  were  substantially  the  same 
as  were  given  to  Baltimore,  Maryland.  Water  com- 
petition at  all  these  points  was  made  the  excuse  for 
the  lower  rates.  Water  competition  of  the  same 
sort  existed  at  Wilmington,  but  it  obtained  no  recog- 
nition from  the  railroads  and  the  higher  rates  by  rail 
to  that  port  remained  in  force.  As  a  result  of  this 
change  in  rates  Wilmington  steadily  lost  ground 
as  a  distributing  center  and  was  being  gradually 
supplanted  in  this  trade  by  Norfolk  and  Richmond. 
This  was  especially  true  in  the  case  of  such  traffic 
as  originated  at  St.  Louis  or  Chicago  or  at  points 
west  of  those  cities.  So  far  as  the  traffic  originating 
at  Ohio  river  points,  like  Cincinnati  and  Louisville, 
was  concerned,  the  relation  of  rates  to  Wilmington 
and  Norfolk  seemed  to  the  Conuuission  to  be  fair 
and  reasonable.  For  traffic  originating  at  points 
beyond  the  Ohio  river  and  billed  to  Wilmington, 
the  carriers  were  found  to  be  charging  the  full  local 
rates  to  the  Ohio  river  cities  plus  the  through  rates 
from  Cincinnati  or  Louisville  to  Wilmington.  In 
case  the  traffic  was  billed  to  Norfolk  or  Richmond 
the  western  roads  accepted  as  their  share  of  the  through 
rate  from  Chicago  or  St.  Louis  less  than  the  local 
rates  to  Ohio  river  points,  so  that  this  made  the 
total  through  rate  less  for  Norfolk  and  Richmond 
than  for  Wilmington. 

The  Commissioners  believed  that  the  readjustment 
of  rates  had  imjustly  discriminated  against  Wilmington. 
In  their  decision,  they  said :  — 

After  giving  the  case  most  careful  study,  and  keeping  in  view 
the  rights  and  just  interests  of  all  concerned,  we  see  no  escape 
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from  the  conclusion  that  the  present  adjustment  of  rates  which 
operates  largely  to  deprive  Wilmington  as  a  competing  point 
for  wholesale  distribution  of  the  benefits  of  such  great  primary 
markets  as  Chicago  and  St.  Louis  and  limits  her  to  such  inter- 
mediate points  of  supply  as  Cincinnati  and  Louisville  (from  which 
the  related  rates  appear  to  be  fair  and  reasonable),  subjects  Wil- 
mington to  prejudice  and  disadvantages  which  are  in  substantial 
d^ree  undue  and  unreasonable;  that  the  carriers  operating  the 
defendant  through  lines  are  to  that  extent  responsible  and  that 
the  regulation  provided  for  in  the  Statute  should  be  applied  to 
remove  and  prevent  these  wrongs. 

Competition  between  carriers  was  claimed^  by 
the  Southern  Railway  as  an  excuse  for  granting  lower 
rates  to  and  from  Lynchburg,  Virginia,  than  were 
accorded  to  Danville  in  the  same  state,  the  two  towns 
being  rival  distributing  centers.  The  argument  of 
the  defendant  may  be  analyzed  as  follows:  (1)  Com- 
petition of  the  trunk  lines  leading  to  the  Atlantic 
seaboard  has  resulted  in  the  establishment  of  a  very 
low  rate  to  Baltimore.  (2)  The  Chesapeake  and 
Ohio  Railway,  in  order  to  develop  an  export  business 
for  its  own  line  at  Norfolk,  has  given  the  same  rates 
to  Norfolk  as  were  given  to  Baltimore.  (3)  Lynch- 
burg, being  an  intermediate  point  on  the  Chesapeake 
and  Ohio  and  on  the  Norfolk  and  Western  Railway, 
has  been  given  the  same  rates  as  were  given  to  Norfolk, 
in  order  that  the  long  and  short  haul  clause  of  the 
act  to  regulate  conmierce  may  be  observed.  (4)  In 
order  to  share  in  the  Lynchburg  traffic  the  Southern 
Railway  is  obhged  to  meet  the  low  rates  established 
by  the  other  roads.  (5)  Danville  does  not  possess 
the  same  competitive  situation  as  Lynchburg  and 
therefore  the  Southern  Railway  did  not  reduce  rates 
to  Danville  at  the  time  it  entered  into  competition 
with  other  roads  for  the  Lynchburg  traffic.  Nor 
is  it  bound  to  do  so,  since  the  United  States  Supreme 

*  City  of  DanvlUe  et  al.  v.  Sonthern  R'j  et  aL,  8  I.  C.  C.  Rep.  409. 
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Court  has  held  in  the  Troy  case  that  competition 
between  carriers  may  create  such  dissimilar  circiun- 
stances  and  conditions  as  to  warrant  them  in  making 
lower  rates  to  the  long  distance  competitive  points 
than  to  the  short  distance  non-competitive  ones. 

To  this  argument  the  Commission  replied  as  follows: 
(1)  The  low  rates  to  Norfolk  are  not  due  wholly  to 
the  competition  at  Baltimore  but  "  the  two  rates 
have  mutually  interacted.  The  Norfolk  rate  may 
have  operated  to  reduce  the  Baltimore  rate  quite 
as  frequently  as  the  reverse."  (2)  The  Chesapeake 
and  Ohio  Railway  is  not  alone  responsible  for  the 
low  rates  to  Lynchburg  and  Norfolk  and  these  low 
rates  have  not  been  forced  on  the  Southern  Railway. 
On  the  contrary,  the  low  rates  to  these  cities  are  the 
result  of  active  competition  in  which  the  Southern 
Railway  has  shared.  "  It  cannot  be  found  as  a  fact 
that  the  Southern  Railway  has  simply  accepted  the 
rates  named  by  its  competitors."  (3)  Competition 
by  rail  formerly  existed  at  Danville  and  has  been 
ended  only  by  a  consolidation  of  the  competing  lines 
under  the  Southern  Railway. 

In  announcing  its  decision  to  the  effect  that  rates 
to  Danville  were  too  high,  the  Commissioners  declared 
that  the  Southern  Railway  in  establishing  rates  much 
higher  to  Danville  than  to  Lynchburg  had  consulted 
only  its  own  interests,  not  those  of  the  public.  In 
offering  as  an  excuse  for  this  discrimination  the  exis- 
tence of  railway  competition  it  did  not  consider  at 
all  the  natiu'e  of  the  competition  between  the  cities 
of  Lynchburg  and  Danville,  but  it  had  on  the  contrary 
by  means  of  a  consolidation  of  competing  lines  de- 
stroyed *'  the  competitive  advantages  which  the 
enterprise  of  [Danville's]  citizens  in  one  way  or  another 
had  secured."    The  Commission  continued:  — 
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Danville  is  dtuated  66  miles  south  of  Lynchburg.  It  is  in  com- 
petition with  Lynchburg.  Now  these  carriers  have  no  right  to 
put  in  e£fect  a  system  of  rates  which  prohibits  the  city  of  Danville 
from  transacting  business  in  competition  with  the  city  of  Lynch- 
burg. .  .  .  Rates  to  Danville  must  be  adjusted  with  relation 
to  competitive  localities  like  Lynchburg. 

The  Commission  therefore  recommended  a  reduction 
of  rates  to  Danville.  It  did  not,  however,  reconmiend 
that  the  rates  be  made  as  low  as  those  to  Lynch- 
burg. While  fully  convinced  that  the  location  of 
Danville  and  the  competition  of  carriers  which  had 
formerly  existed  at  that  point  required  that  rates 
to  that  city  be  reduced,  the  Commissioners  were 
sufficiently  impressed  with  the  showing  made  by  the 
railroads  as  to  the  more  active  competition  at  Lynch- 
burg to  cause  them  to  hestitate  to  recommend  that 
equal  rates  be  given  to  the  two  cities. 

Pursuing  a  similar  line  of  argument  to  that  employed 
in  the  Wilmington  and  Danville  cases,  the  Commission, 
in  what  is  known  as  the  St.  Cloud  caae^^  refused  to 
admit  the  right  of  a  carrier  having  a  long  and  cir- 
cuitous route  from  Duluth  to  St.  Paul,  Minnesota, 
to  enter  into  competition  for  traffic  between  these 
two  points  unless  the  carrier  was  prepared  to  make 
the  rates  as  low  to  intermediate  points.  The  de- 
fendant claimed  that  it  was  merely  meeting  the  existing 
rates  at  St.  Paul  established  by  its  competitors,  but 
the  Commission  replied  that  the  moment  it  entered 
into  competition  for  traffic  between  Duluth  and  St. 
Paul ''  it  became  a  factor  in  the  determination  of  that 
rate."  The  long  route  would  not  be  satisfied  with 
the  small  amount  of  traffic  which  would  go  to  it  if  it 
merely  met  rates  -  established  by  shorter  lines  but 
would  seek  to  attract  additional  traffic  by  lowering 

*  Qeorte  TUeaton  MllUng  Co.  ▼.  Nor.  Paolfio  R'y  Co.,  8  I.  C.  C.  Rep.  SM. 
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its  rates  and  would  thus  discriminate  still  further 
against  the  intermediate  points. 

The  defendant  also  declared  that  the  existing  rate 
at  St.  Cloud,  the  intermediate  point,  was  "  reasonable 
in  and  of  itself,''  but  the  Commission  replied:  — 

A  rate  can  seldom  be  considered  in  and  of  itself.  It  must  be  taken 
almost  invariably  in  relation  to  and  in  connection  with  other 
rates.  The  freight  rates  of  this  country  both  upon  different 
conunodities  and  between  different  localities  are  largely  interde- 
pendent, and  it  is  the  fact  that  they  do  not  bear  a  proper  relation 
to  one  another,  rather  than  the  fact  that  they  are  absolutely  either 
too  low  or  too  high,  which  most  often  gives  occasion  for  complaint 
and  which  is  the  ground  for  complaint  here. 

If  we  look  at  this  case  not  from  the  legal  standpoint 
but  from  that  of  the  broader  economic  and  social 
interests  involved,  the  most  obvious  objection  which 
can  be  made  to  permitting  the  long  and  circuitous 
route  to  share  in  the  flour  traffic  between  St.  Paul 
and  Duluth  is  that  this  would  be  an  unnatural  and 
needlessly  expensive  method  of  transportation.  Altho 
the  Commission  did  not  make  this  the  basis  of  its 
decision  it  did  refer  to  the  matter  in  these  words: 
"  Wasteful  competition  by  circuitous  routes  is  to 
the  disadvantage  of  railways  as  a  whole,  for  ultimately 
there  must  be  some  relation  between  rates  and  the 
actual  cost  of  transportation." 

In  the  case  of  F.  J.  Hoerr  v.  Chicago,  Milwaukee, 
and  St.  Paul  Railvxiy  Company,^  the  Conunission 
held  that  competition  between  markets  and  between 
producers  may  compel  low  rates  at  competitive  points 
in  which  near-by  non-competitive  points  may  share, 
altho  they  are  not  entitled  to  rates  as  low  as  those 
given  to  the  competitive  points.  In  this  case,  the 
complainant,  located  at  Mankato,  Minnesota,  claimed 
that  on  potatoes  shipped  to  eastern  cities  he  was 

1  11 1.  C.  C.  C.  Rep.  547. 
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entitled  to  rates  as  low  as  were  given  to  shippers 
at  St.  Paul,  100  miles  further  distant,  where  a  through 
rate  was  in  force.  The  defendant  carrier,  on  the 
other  hand,  insisted  that  the  St.  Paul  rate  was  due 
to  competitive  conditions  which  did  not  exist  at  Man- 
kato  and  that  the  absence  of  this  competition  at 
Mankato  '^  absolves  it  from  its  obligations  to  maintain 
the  relation  in  rates  between  St.  Paul  and  Mankato 
which  ordinarily  obtains."  The  Commission  did  not 
accept  either  argument  in  full.    It  declared  that 

if  Minnesotargrown  potatoes  are  to  compete  with  others  upon 
the  Atlantic  coasti  a  distance  of  about  1300  miles  .  .  .  and 
compete  at  the  end  of  the  haul  with  a  similar  commodity  produced 
much  nearer  the  point  of  consumption,  [they]  must  of  necessity 
be  given  a  rate  of  transportation  which  is  lower  than  the  ordinary 
class  rate  established  for  much  shorter  distances.  .  .  .  If  potatoes 
marketed  at  St.  Paul  cannot  compete  in  the  east  without  a  low 
rate,  the  same  thing  is  true  of  potatoes  when  marketed  at  Mankato. 

In  order  to  do  "  substantial  justice  "  to  the  com- 
plainant, however,  the  Commission  decided  that 
it  was  not  necessary  to  make  the  rate  from  Mankato 
as  low  as  that  from  St.  Paul  since 

there  were  competitive  conditions  at  St.  Paul  which  did  not  obtain 
at  Mankato.  .  .  .  These  rates  are  the  outgrowth  of  a  variety 
of  competitive  conditions,  of  market  competition,  of  competition 
upon  the  Atlantic  seaboard,  and  of  competition  at  St.  Paul.  Some 
of  these  competitive  forces  act  equally  in  case  of  both  St.  Paul 
and  Mankato.  Some  apply  mostly  to  St.  Paul.  In  some  the 
defendant  is  an  important  factor,  and  in  some  it  is  not  concerned. 

The  Commission  accordingly  decided  that  a  rate 
at  Mankato  4  cents  per  100  pounds  higher  than  at 
St.  Paul  would  work  substantial  justice  to  all  parties 
concerned. 

The  competition  which  has  thus  far  been  considered 
and  which  has  been  held  by  the  Commission  to  be 
of  ''  controlling  force  "  in  determining  rates  has  been 
either  that  between  carriers  or  that  between  places. 
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In  some  instances  the  competition  between  carriero 
has  been  opposed  to  that  between  places  and  the 
Commission  has  been  obliged  to  decide  which  fonn 
of  competition  should  be  allowed  to  continue.  A 
form  of  competition  far  more  intense  and  more  diffi- 
cult to  regulate  is  that  which  results  when  an  alliance 
is  formed  between  a  place  or  a  section  of  the  country 
and  the  carriers  serving  that  place  or  section,  and 
these  allied  forces  then  enter  into  a  contest  for  traffic 
with  other  cities  and  other  carriers  which  also  have 
united  forces.  The  best  illustration  of  this  intensified 
competition  is  that  which  has  for  years  existed  between 
the  Atlantic  port  cities  and  the  carriers  leading  thereto 
for  the  export  traffic  of  the  country.  The  development 
of  the  export  rate  controversy  before  the  Commission 
and  the  latter's  efforts  to  find  a  solution  for  it  will 
be  discussed  in  the  concluding  article  of  the  series. 

M.  B.  Hammond. 

Obio  Statb  Unitsbsitt. 
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house,  356. 

Among  the  many  problems  encountered  in  attempt- 
ing to  analyze  the  industrial  development  in  the 
United  States,  one  has  proved  especially  difficult  of 
satisfactory  solution:  What  types  of  "  commercial 
mechanism ''  (for  want  of  a  better  term)  stand  between 
the  producer  of  raw  materials  and  the  consuming 
manufacturer  ?  In  other  words:  How  are  the  raw 
materials  actually  bought  and  sold  ? 

There  is  a  surprising  dearth  of  material  for  an 
adequate  study  of  this  problem.  And  yet  the  prob- 
lem appears  to  have  significance,  not  only  in  the  field 
of  scientific  investigation,  but  also  in  studies  of  effi- 
ciency and  of  cost  analysis  made  from  the  business 
man's  standpoint.  Among  the  many  instances  of 
this  lack  of  material,  none  is  more  interesting  than 
that  which  concerns  the  mechanism  of  dealings  be- 
tween wool  growers  and  wool  manufacturers.  There 
are  excellent  studies  of  these  industries  from  various 

887 
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points  of  view,  but  the  industry  which  lies  between 
them  —  wool  dealing  —  has  had  no  correspondingly 
adequate  treatment. 

It  is  not  the  purpose  of  this  paper  to  offer  an  ex- 
haustive study  of  the  American  wool  trade,  but  only 
to  sketch  some  of  its  main  features,  outline  some  of 
the  attempts  which  have  been  made  to  modify  it,  and 
suggest  some  of  the  reasons  why  many  of  these  have 
yielded  no  more  lasting  results. 

The  volume  of  wool  consumed  in  the  United  States 
is  now  over  five  times  as  great  as  it  was  in  1860.^ 
During  that  time  American  wool  growing  has  been 
radically  changed  both  in  methods,  location,  and  in  the 
character  of  the  output,*  and  wool  manufacturing 
industries  have  been  completely  reorganized.'  But  the 
commercial  link  between  these  two  —  wool  dealing  — 
has  remained  practically  unchanged.  The  dealers 
are  of  the  same  type,  and  the  buying  and  selling 
methods  remain  very  much  as  they  were  a  haK  century 
ago.  This  lack  of  change  has  been  advanced  repeatedly 
as  an  evidence  of  the  inherent  efficiency  of  the  system. 
But  at  the  same  time  it  is  said  that  the  wool-handling 
methods  in  this  country  are  cumbersome,  unscientific, 
and  needlessly  circuitous  and  expensive.  Unques- 
tionably there  are  defects,  but  equally  unquestionably 
the  system  is,  in  the  main,  an  effective  intermediary 
between  the  grower  and  the  manufacturer,  and  any 
attempt  to  overturn  the  existing  methods  of  the  trade 
must  at  least  offer  some  other  method  equally  well 
adapted  to  American  conditions.  ReUef  from  such  ills 
as  may  exist  is  not  to  be  looked  for  by  modelling  our 
system  precisely  on  that  employed  elsewhere. 

>  StattoUod  Abstnust  of  the  United  States.  1909.  p.  660. 

*  C.  W.  Wright.  Wool  Growing  and  the  Tariff,  cha.  vll  and  Till. 

•  Special  Reporta  of  the  Ceneua.  1906.  Part  UI.  p.  87.  Table  I. 
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In  England  nearly  all  the  imported  wools  are  sold 
at  public  auctions.  Most  of  the  native  wools  from 
the  south  of  England  take  advantage  of  the  same 
system.  In  the  north,  private  sale  and  fairs  with 
competitive  bidding  are  more  extensively  employed.* 
The  wide  use  of  the  auction  system  in  England  as  well 
as  in  Australia  has  its  basis  in  the  legal  restrictions 
on  the  sale  of  wool  used  as  collateral  for  loans,  as  well 
as  in  other  peculiar  local  conditions  not  to  be  foimd 
in  the  United  States. 

In  Australia,  again,  since  the  large  percentage  of 
the  wool  clip  used  as  security  for  loans  forces  these 
wools  to  pass  through  a  competitive  auction  sale, 
there  results  the  necessity  of  uniform  grading,  which 
is  best  accomplished  by  the  emplojrment  of  a  regulated 
grading  warehouse  system.  The  New  Zealand,  Cape 
of  Good  Hope,  and  German  markets  present  generally 
similar  conditions  and  move  most  of  their  wools 
through  auction  sales.  But  in  practically  all  of  the 
rest  of  the  world  where  wool  is  important  in  commerce, 
—  in  the  United  States,  Uruguay  and  the  Argentine, 
and  Russia,  —  private  sale  is  the  prevailing  method.* 
It  is  significant  that  wherever  the  auction  system 
has  been  introduced  in  this  country  it  has  succeeded 
only  when  an  adjunct  to  the  accepted  system,  not 
when  a  substitute  for  it. 

To  understand  clearly  the  problems  presented  by 
our  system  of  wool  dealing,  it  may  be  well  to  recall 
some  of  the  salient  points  concerning  the  commercial 
movement  of  wool  in  the  United  States,  the  functions 
of  the  wool  merchant  as  they  have  developed  here, 
and  the  characteristic  features  of  our  wool-buying 

>  J.  H.  CUpham,  TbA  Wooton  and  Wonted  Induttrtea,  pp.  01-108. 
•  Ibid.,  eh.  ilL 
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industries.    We  can  then  examine  more  satisfactorily 
some  of  the  attempts  to  change  the  system. 

The  average  annual  consumption  of  wool  in  the 
United  States,  if  we  include  carpet  wools,  is  now  about 
500  million  pounds.  In  normal  years  about  three- 
fifths  of  this  is  of  domestic  production  and  the  re- 
maining two-fifths  imported,  altho  these  proportions, 
of  course,  show  wide  variation  from  year  to  year.* 
The  wool  product  of  the  United  States  in  1909  was 
nearly  330  million  pounds  (including  41  million  pounds 
of  pulled  wool)  in  the  grease,  or  about  142  million 
pounds  scoured  and  made  fit  for  spinning;  with  a 
value  of  nearly  90  million  dollars.'  The  imports  of 
wool  of  all  classes  during  the  fiscal  year  1908-09 
(corresponding  for  statistical  piuposes  with  the  crop 
year)  were  266  million  pounds  in  the  grease  —  the 
imported  share  being  above  the  average  for  recent 
years.  These  imports  had  a  combined  value  of  49 
million  dollars.'  Altogether,  then,  we  have  in  our 
total  wool  supply  a  raw  material  worth  in  an  average 
year  140  million  dollars. 

Of  our  imported  wools  a  little  over  one-half  are 
coarse  carpet  wools,  which  constitute  what  is  vir- 
tually a  separate  conmiodity.  If  we  consider  clothing 
and  combing  wools  alone,  we  find  that  the  annual 
consumption  is  about  400  million  pounds,  of  which 
about  one-foiuth  are  imported.  Our  domestic  clip 
is  nearly  all  wool  of  the  clothing  and  combing  types, 
and  constitutes  the  remaining  three-fourths,  —  about 
300  million  pounds. 

1  StadfttoJ  Abstnust  of  the  United  Stote«.  1909,  p.  590. 

I  Bulletin,  National  AoKMlatlon  of  Wool  Manufaeturen,  December,  1909.  p.  0M. 

*  Bureau  of  Statlatles,  Department  of  Commerce  and  lAbor.  Report  on  Com- 
meroe  and  Navigation,  1909,  pp.  859-3A3. 
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Tho  the  United  States  is  the  third  largest  wool- 
producing  country  in  the  world,  its  trade  in  domestic 
wools  is  almost  entirely  intramural.  No  appreciable 
quantity  of  our  domestic  wools  is  exported.  This 
eliminates  from  our  wool-handling  system  a  form  of 
buying  dominant  in  the  colonial  wool  markets,  and 
very  important  even  in  the  British.  Thus  we  have 
one  very  marked  difference  between  our  wool-handling 
business  and  that  of  other  countries, — whether  the 
great  wool-growing  countries  or  colonies  which  export 
their  product,  or  England,  which  is  quite  as  much 
a  wool  assembler  and  distributor  in  the  world's  trade 
as  a  buyer  for  manufacture.  British  exports  of  wool 
in  normal  years  will  amount  to  about  one-third  of 
the  importations.  Buying  for  re-export  to  dealers 
is  clearly  a  much  simpler  commercial  operation  than 
buying  for  separation  into  closely  graded  lots  to  be 
sold  to  mills  for  specialized  manufacture. 

Furthermore,  our  American-grown  supply  is  very 
promiscuous  and  uneven  in  its  character,  calling 
for  much  greater  risk  and  demanding  much  more 
detailed  knowledge  in  handling  profitably;  and  this 
variety  is  increased  by  the  fact  that  the  domestic 
supply  is  inadequate  in  quantity  for  otir  own  con- 
sumption and  is  supplemented  each  year  by  large 
quantities  of  imported  wools.  This  diversity  offers 
a  contrast  with  even  British  conditions,  and  makes 
our  wool-handling  problem  one  calling  for  special 
developments  in  the  buying  side  of  the  business. 
Wool  buyers  form  the  conspicuous  part  of  the  working 
force  of  the  American  wool-handling  system,  and  it 
is  their  work  which  constitutes  the  chief  draft  on  the 
wool  merchant's  expense  account. 

The  selling  side  of  the  business,  on  the  other  hand, 
has  been  influenced  lai^ely  by  the  high  degree  of 
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geographic  concentration  of  the  wool-manufacturing 
industries  in  New  England  and  the  Philadelphia 
section.  Massachusetts  and  Pennsylvania  produced 
over  one-half  of  the  United  States  output  of  woolen 
manufactures  in  1905.^  This,  more  than  any  other 
one  factor,  seems  to  explain  the  present  localization 
of  wool  dealing  in  Boston  and  Philadelphia.  In 
selling,  the  organization  of  the  business  is  simple 
as  compared  with  that  in  buying.  Tho  the  sale  of 
wool  determines  the  dealer's  ability  to  make  his 
business  profitable,  it  involves  no  problems  or  methods 
analogous  to  those  in  its  purchase.  Most  of  the 
dealers  are  constantly  in  touch  with  the  wants  of 
their  own  clients  or  of  other  large  buyers,  and  wool 
selling  is  largely  a  matter  of  promptness  to  take  ad- 
vantage of  indicated  conditions,  personal  touch  with 
buyers,  and  a  considerable  element  of  luck.  Such, 
in  brief,  are  the  two  ends  of  the  wool  merchant's  equip- 
ment. 

The  work  of  gathering  and  disposing  of  American- 
grown  wools  varies  materially  in  the  different  pro- 
ducing r^ons.  The  "  fleece "  wools  of  the  states 
east  of  the  Mississippi  make  a  little  over  one-third  of 
the  annual  clip.  They  are  largely  (about  70  per  cent) 
of  what  is  known  in  the  trade  as  "  medium  "  grade. 
The  percentage  of  "  fine "  is  largest  in  West  Vir- 
ginia, Pennsylvania,  and  Ohio,*  but  speaking  gen- 
erally, the  eastern  type  of  wool  comes  from  cross-bred 
sheep  raised  quite  as  much  for  mutton  as  for  wool. 
Wool  growing  in  the  East  is  an  incident  of  general 
farming,  and  the  flocks  are  relatively  small,  seldom  over 
one  thousand  sheep  and  much  more  frequently  under 

1  Spedal  Reports.  Census,  1006,  Part  m,  p.  87,  Table  2. 

<  BuUetlB.  National  Assoolatlon  of  Wool  Manufaotarars,  Deo.  1900.  TU)le  1, 
opposite  p.  A24. 
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five  hundred.  It  is  a  characteristic  feature  of  this  part 
of  the  supply,  therefore,  that  these  wools  come  upon 
the  market  in  small  lots.  The  wools  from  each  state, 
again,  are  designated  in  the  trade  both  by  state  and 
grade,  as  Ohio  XX,  Ohio  quarter-blood,  Wisconsin 
quarter-blood,  etc.  The  wools  of  the  same  grade 
from  different  states  will  differ  in  value,  character, 
and  shrinkage  —  Ohio  wools  of  one  grade,  for  example, 
being  worth,  say,  three  cents  a  pound  more  "in  the 
grease  '^  than  the  same  grades  from  Wisconsin.  The 
average  amount  of  '*  shrink  "  (or  the  loss  of  weight  in 
scouring)  is  the  main  element  accoimting  for  these 
fixed  differences  in  price,  but  they  are  due  in  part  to 
variations  in  breeding  types,  weather  conditions,  and 
other  causes.^ 

Formerly  most  of  the  wools  from  this  part  of  the 
country  were  of  a  much  purer  Merino  stock,  but  the 
growing  importance  of  the  mutton  trade  has  changed 
the  character  of  the  clip  from  "  fine  "  or  fairly  fuU- 
blood  Merino  wools,  suitable  for  carding,  to  its  present 
high  percentage  of  cross-bred  wools  of  "  medium " 
grade  or  lower,  adapted  to  combing  for  the  manu- 
facture of  worsteds.'  It  may  be  observed  in  this 
connection  that  the  trade  terms  "  fine,"  "  medium,'' 
"  low  medium,"  etc.,  do  not  refer  to  the  degree  of 
salability  of  the  wools.  They  are  merely  an  indica- 
tion of  their  general  character.  The  ''  medium " 
and  '^  low  medium "  wools  are  the  longer,  coarser, 
and  stronger  wools  of  the  cross-bred  sheep,  and  these 
very  properties  give  them  value  for  worsted  spinning. 
When  the  demands  of  fashion  are  strong  for  worsted 
goods  and  light  for  woolen  goods  the  prices  of  the 

>  latOTlewi  wtth  PhUaddlphlft  and  Boiton  wool  mflrcluAto. 
•  Wiflght,  Wool  Growtng  and  the  TMff,  eh.  tU. 
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"  low  grade  "  wools  "  in  the  grease ''  often  are  as 
high  as  those  for  fine  wools,  and  at  times  even  higher. 

As  a  result  of  the  conditions  under  which  it  is  grown, 
the  greater  part  of  the  "  fleece  "  wool  supply  is  first 
assembled  in  ungraded  lots  by  local  merchants.    These 
middlemen  may  be  either  local  wool  merchants  who 
usually  buy  outright  the  small  lots  brought  in  by 
farmers,  or  the  local  general  merchants  who  handle 
wool  in  connection  with  a  general  merchandise  business, 
either  on  a  factorage,  or  on  a  regular  purchase  basis. 
It  is  nearly  always  from  these,  rather  than  from  the 
wool  growers,  that  the  Boston  or  Philadelphia  mer- 
chant draws  his  eastern  supply,  and  during  normal 
years  most  of  the  business  is  done  on  a  merchant, 
rather  than  a  commission  basis.    In  sluggish  seasons 
the  commission  method  is  employed  more  freely  by 
those  small  initial  collectors  of  wool,  but  in  years 
of  wide  fluctuations  in  price,  all  risks  are  shifted  to 
the  coast  merchant  as  soon  as  he  can  be  induced  to 
take  them.    In  a  few  cases  eastern  mills  buy,  in  the 
''  fleece "  wool  sections,  direct  from  representatives 
who  collect  small  lots  for  them.    Occasionally,  an 
eastern  merchant  may  attempt  to  secure  his  supply 
direct  from  the  farmers,  but  this  method  is  expensive, 
slow,  and  pays  only  under  exceptional  circimistances. 
Most  of  the  purchases  in  the  east  are  of  "  bimched '' 
lots  bought  by  the  representatives  of  eastern  dealers 
who  make  regular  circuits  among  the   ''  country  '^ 
merchants. 

The  "  southern ''  wools  are  uniformly  poor  in 
character,  and  are  almost  a  negligible  factor  of  the 
wool  supply,  usually  amounting  to  not  more  than 
about  one-twentieth  of  the  country's  clip.  They 
are,  however,  handled  in  much  the  same  way  as  the 
fleece  wools  of  the  eastern  states. 
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The  great  body  of  the  domestic  wool  supply  comes 
from  the  sheep  ranges  of  the  states  west  of  the  Mis- 
souri river.  Montana  and  Wyoming  together  raise 
each  year  about  as  much  wool  as  all  of  the  states 
east  of  the  Missouri  and  north  of  the  Potomac.  And 
these  two  with  Idaho,  New  Mexico,  and  the  three 
Pacific  Coast  states,  contribute  each  year  consider- 
ably more  than  all  the  other  states  of  the  Union 
combined.^ 

These  wools,  known  under  the  general  term  of 
"  territory  "  wools,  oflfer  many  sharp  contrasts  with 
the  "  fleece  "  wools  of  the  east.  They  are  clipped 
to  a  larger  extent  from  wool  sheep,  as  distinct  from 
mutton  or  cross-bred  sheep,  since  the  Merino  and 
other  high-grade  wool-producing  strains  still  pre- 
dominate on  the  western  ranges,  notwithstanding 
a  substantial  increase  in  cross-bred  strains.  The 
percentage  of  "  fine ''  and  "  fine  medium "  grades 
among  the  "  territory  "  wools  is,  therefore,  relatively 
large.  Throughout  the  western  wool-growing  states 
the  typical  flock  is  very  large  (often  as  high  as  five 
thousand  sheep,  and  sometimes  eight  or  even  ten 
thousand),  and  consequently  the  wool  comes  into  the 
market  in  lai^e  lots.  The  accompanying  large  capi- 
tal and  the  characteristic  business  sagacity  of  tiie 
western  flockmaster  almost  entirely  eliminates  any 
middleman  like  the  country  merchant  of  the  east, 
except  in  the  Pacific  Coast  states.  Throughout 
the  west  the  characteristic  form  of  sale  is  direct  to 
the  "  buyer "  sent  out  by  the  wool  merchants,  or 
even  by  the  mills  of  the  Atlantic  Coast.* 

In    years    when    conditions    produce    recklessness 
among  buyers  the  western  buying  methods  are  ma- 

I  BuUettn,  National  AMOdatlon  of  Wool  Maxrafacturen,  Dec.  1009,  p.  524. 
*  Intarvleira  with  buyors  and  flookmasiera  In  Billings,  Montana. 
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terially  modified  by  the  practice  of  buying  wool  "  on 
the  sheep's  back  "  months  before  it  is  ready  for  shear- 
ing, and  hence  long  before  its  real  value  can  be  so 
much  as  guessed  at.  The  year  1909  was  such  a  year. 
An  unusually  heavy  drop  in  prices  during  the  early 
winter  months  combined  with  a  confidently  antici- 
pated subsequent  rise  led  many  buyers  to  make  large 
purchases  of  this  kind,  and  by  the  end  of  February 
there  were  being  offered,  for  ungrown  wool,  prices 
which  in  normal  years  would  be  considered  good 
for  high-grade  clips.  It  is  estimated  that  ovar  one- 
half,  and  perhaps  as  much  as  two-thirds  of  the*  year's 
clip  of  "  territory ''  wools  was  sold  in  this  way.  Such 
speculation  is  generally  condemned  by  wool  buyers 
as  being  altogether  unsafe.  But  even  those  who 
condemn  it  most  sharply  are  occasionally  found  to 
practise  it. 

The  wool-handling  methods  of  Califomia  and  the 
Oregon- Washington  district  vary  somewhat  from  those 
prevailing  in  the  rest  of  the  west  —  partaking  of 
the  nature  of  both  the  eastern  and  western  s}r8tems. 
In  Califomia  considerably  more  than  one-half  oi 
the  clip  is  usually  sold  to  eastern  buyers  direct,  while 
the  remainder  moves  through  San  Francisco  com- 
mission houses.^  The  Califomia,  Washington,  and 
Oregon  wools  are  almost  the  only  wools  clipped  in 
this  country  which  axe  shipped  in  bales.  This  baling 
is  done  at  grading  warehouses,  and  the  bales,  being 
of  graded  wool,  are  sold  by  sample. 

In  the  Willamette  Valley  in  Oregon,  where  about 
a  miUion  and  a  half  pounds  of  wool  are  sold  each  year, 
the  growers  have  been  fairly  successful  in  pooling 
their  small  lots  into  larger  lots  to  be  sold  en  hloc  either 
by  direct  competitive  bid  or  through  a  commission 

>  Report,  Indiutrial  OommtHlon,  voL  ▼!.  pp.  885,  880. 
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house.  In  eastern  Oregon  during  the  past  five  or 
six  years  about  forty  per  cent  of  the  wools  have  been 
sold  on  "  sealed  bids  "  submitted  by  the  buyers  on 
appointed  days.  This  system  is  peculiar  in  that 
submitted  bids  are  binding  on  the  bidders,  but  the 
grower  may  refuse  all  bids  if  he  chooses  to  do  so. 
The  remaining  portion  of  the  eastern  Oregon  wools 
moved  by  private  sale. 

The  work  of  the  "  buyer  "  sent  out  by  the  eastern 
wool  merchant  houses  is  the  most  important,  most 
complex,  and  most  uncertain  feature  of  wool  handling 
as  it  is  practised  in  this  country.  The  wool  buyer 
is  required  to  be  a  clever  judge  of  the  profit-yielding 
powers  of  each  lot  of  wool  bought,  but  the  price  he 
offers  cannot  be  based  on  that  judgment  alone.  There 
are  crop  data  for  the  wool  clip  of  the  various  wool- 
growing  countries,  but  in  this  country  these  find  no 
centralized  point  of  interpretation  such  as  is  offered 
by  the  London  wool  auctions,  or  as  may  be  foimd 
in  the  cotton  and  wheat-handling  exchanges  which 
do  so  much  to  stabilize  prices  in  those  commodities. 
The  individual  interpretation  of  these  data  lies  at 
the  bottom  of  the  whole  wool  price-making  system 
in  this  country.  It  is  responsible  for  such  sudden 
outbursts  of  speculation  as  occiured  in  the  ''  sheep's 
back  ''  buying  craze  in  1909,  and  it  makes  the  bu3'er's 
position  often  very  precarious.  Collusion  on  the 
part  of  the  buyers,  or  pooling  by  the  flockmasters 
may  be  resorted  to,  but  under  ordinary  conditions 
uncertainty  and  instability  characterize  this  branch 
of  the  business. 

The  functions  of  the  eastern  wool  merchant,  so 
far  as  the  domestic  wools  are  concerned,  resolve 
themselves  into  purchase  of  large  blocks  of  high- 
grade  ''  territory ''  wools,  purchase  or  handling  on 
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commission  of  numerous  small  lots  of  medium  or 
low-grade  "  fleece  "  wools,  assembling  these,  grading 
them,  and  storing  them  in  lofts  at  the  chief  bujdng 
centers  for  eastern  mills,  ready  for  purchase  in  graded 
lots  for  delivery  in  quantities  and  at  prices  to  suit 
their  manufacturing  customers.  Many  of  these  mer- 
chants also  assmne  functions  of  a  financial  nature. 
It  is  not  an  unconunon  practice  for  them  to  advance 
to  the  growers  of  the  west,  or  to  the  small  mer- 
chants of  the  east,  substantial  sums  of  money  on 
consigned  wool,  or  even  on  prospective  cUps,  and  it 
is  sometimes  necessary  for  the  merchant  to  carry  his 
manufacturer  customer  for  months  or  even,  in  some 
.  cases,  until  he  can  realize  on  his  manufactured  product. 
The  handling  of  imported  wools,  while  sometimes 
conducted  as  a  special  business,  is  more  often  combined 
with  trade  in  domestic  wools.  As  a  rule  it  involves 
outright  purchase,  either  direct  through  buyers  sent 
out  from  here  to  cover  the  London,  Liverpool,  or 
Australian  auctions  or  to  buy  in  the  Argentine  or 
Cape  markets,  or  else  through  brokers  or  agents 
permanently  located  on  the  other  side. 

It  is  clear  that  the  actual  work  performed  by  the 
wool  merchant  is  an  important  and  compUcated  service 
and  that  it  would  not  be  easy  to  dislodge  him  from 
his  recognized  position.  But  that  the  service  he 
renders  is  susceptible  of  improvement  is  indicated 
with  equal  clearness  by  the  efforts  which  have  been 
made  and  are  now  making  to  modify  the  organization 
or  methods  of  the  wool  trade.  These  efforts  may 
be  placed  in  three  general  groups  according  to  their 
underlying  objects: 

1.  Those    aiming    at    a    complete    reorganization 
of   the   American   wool-handling   system   by 
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the  concentration  of  the  buying,  selling, 
financing,  and  other  phases  of  the  business 
at  some  eastern  point,  and  the  introduction 
of  the  English  auction  system.  The  most 
noteworthy  example  of  this  type  of  effort 
was  the  New  York  Wool  Exchange. 

2.  Those  aiming  at  partial  reorganization  by  bring- 

ing the  buyers  for  eastern  mills  into  closer 
contact  with  the  wool  growers,  thus  wholly 
or  partially  eliminating  the  eastern  wool 
merchant. 

3.  Those  aiming  to  preserve  the  existing  system, 

giving  due  recognition  to  the  place  and  work 
of  the  eastern  wool  merchant,  while  unproving 
his  equipment  and  facilities. 

The  New  York  Wool  Exchange  not  only  furnishes 
the  most  striking  example  of  the  first  type  of  effort 
to  modify  the  wool-handling  system,  but  it  was  by 
far  the  most  comprehensive  attempt.  This  enter- 
prise attempted  to  revolutionize  nearly  every  phase 
of  wool  handling  in  this  country.  It  not  only  under- 
took to  perform  much  of  the  work  of  the  wool  merchant, 
but  it  aimed  to  change  completely  the  established 
American  methods  of  wool  buying  and  selling  by 
the  introduction  of  the  London  system  of  public 
auctions.  It  was  also  an  attempt  to  shift  the 
center  of  the  wool  trade  from  Boston  to  New  York, 
and  to  persuade  New  York  bankers  to  look  on  wool 
paper  as  favorably  as  Boston  bankers  do. 

Ample  capital  was  secured  for  the  enterprise  during 
1894,  and  a  handsome  building  was  erected  in  West 
Broadway,  New  York  City.  On  the  ground  floor 
was  a  banking  equipment  for  occupancy  by  the  bank 
which  was  a  part  of  the  enterprise.    The  first  floor 
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contained  a  huge  salesroom^  above  which  there  were 
two  floors  of  warehouse  for  storage  which,  with  outside 
leased  lofts,  gave  a  capacity  for  25,000,000  pounds  of 
wool.  The  remaining  five  or  six  floors  were  occupied 
by  offices  for  wool  merchants  and  by  a  suite  of  rooms 
for  the  New  York  Wool  Club.* 

Arrangements  were  made  for  auction  sales  on  stated 
days,  rules  being  drafted  similar  to  those  prevailing 
in  the  London  sales.  Quotations  based  on  these 
sales  were  made  public  and  an  attempt  was  made 
to  group  these  under  heads  sufficiently  descriptive 
to  make  them  useful  to  wool  buyers  generally.  The 
first  sale  aroused  a  fairly  wide  interest.  But  each 
subsequent  one  devoloped  some  new  inadequacy 
either  in  the  system  or  in  the  equipment  for  carrying 
out  the  Exchange  plans,  and  in  November,  1898, 
after  about  two  years  of  dwindling  activity,  the  Ex- 
change closed  its  doors  and  passed  out  of  existence  — 
salesroom,  warehouse,  newspaper  publication,  and  the 
Tradesmen's  National  Bank,  which  was  to  have 
taught  the  New  York  bankers  how  to  handle  wool 
paper.  The  building,  still  known  as  the  Wool  Ex- 
change Building,  is  now  used  for  office  purposes.  The 
failure  was  complete.' 

Numerous  causes  have  been  assigned  for  this  total 
collapse.  Some  of  these  have  to  do  with  the  per- 
sonnel of  the  management  and  control,  others  relate 
to  the  unnecessary  mechanical  handling  costs'  in- 
volved in  putting  wool  into  the  hands  of  the  mill 
buyers  by  this  method.  It  is  probable  that  each 
of  these  had  some  effect,  but  even  if  they  had  not 
been  operative,   such  an  enterprise,  particularly  in 

I  Bulletin,  National  Aawdatlon  of  Wool  Manufaoturen,  Seiyt.  1894,  p.  816. 

>  Ibid..  Deo.  1808,  p.  861. 

■  IntenriewB  with  wool  merchanta  In  New  York.  Boston,  and  Philadelphia. 
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New  York,  would  have  had  to  meet  other  and  more 
fundamental  difficulties.  Chief  among  these  are  the 
lack  of  uniformity  in  American  breeding  and  packing 
methods,  and  the  peculiar  character  of  our  buying 
market. 

The  lack  of  uniformity  in  American  breeding  methods 
perhaps  does  more  than  any  other  one  thing  to  make 
clase  or  accurate  grading  of  our  wool  impossible. 
Neither  wools  from  any  given  locality,  nor  even 
special  clips  have  a  closely  uniform  character.^  Most 
of  them  cannot  safely  be  bought  from  the  flockmaster 
or  farmer  without  imdergoing  individual  examina- 
tion. When  the  Wool  Exchange  attempted  to  list 
and  prescribe  a  minimum  number  of  standard  classes, 
it  was  unable  to  reduce  the  list  to  as  few  as  200  main 
classes,  and  the  relations  between  these  were  very 
hazy.  This  is  in  sharp  contrast  with  the  relatively 
simple  grading  systems  for  cotton  and  wheat,  and 
also  shows  a  marked  difference  from  conditions  in 
either  the  English  or  Australian  wool-auction  ware- 
houses, where  the  varieties  are  much  less  diverse. 
Since  this  lack  of  uniformity  and  lack  of  care  in  pack- 
ing domestic  wools  makes  a  guaranteed  sale  without 
individual  examination  very  hazardous,  grading  and 
elassing  clip  by  clip  becomes  obviously  a  function 
which  must  be  performed  somewhere  in  the  selling 
process  and  makes  wool  dealing  in  this  country  more 
than  a  mere  conunercial  operation. 

The  peculiar  character  of  our  buying  market  is 
another  great  obstacle  to  the  success  of  such  an  enter- 
prise as  the  New  York  Wool  Exchange.  The  three 
classes  of  patrons  for  such  an  enterprise  would  be 
the  wool  merchant,  the  large  manufacturer,  and  the 

*  Bnlltttii,  National  Aaaoelatloik  of  Wool  Maaufaoiuren,  Deo.  189S,  pp.  86S- 
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small  manufacturer.  The  first  of  these  would  not 
profit  materially  by  such  a  handling  method  unless 
the  Exchange  could  cover  the  wool  trade  so  com- 
pletely as  to  enable  him  to  dispense  with  the  buyers 
he  now  sends  out.  This  is  hardly  conceivable.  The 
large  manufacturer  might  get  some  substantial  bene- 
fit from  a  compact  handling  system  of  this  kind, 
but  he  alone  would  reap  any  great  advantage.  The 
small  manufacturer  who  buys  closely  and  must  con- 
fine himself  to  specific  quantities  of  carefully  graded 
wool  for  delivery  at  fixed  times  would  be  unable  to 
get  what  he  wanted  at  the  Exchange  except  in  rare 
instances.  In  nearly  every  respect  the  wool  merchant 
can  serve  him  better.  Both  before  and  since  the 
New  York  Exchange  similar  enterprises  have  been 
advocated.  This,  however,  is  the  only  one  ever 
actually  put  in  operation. 

The  second  group  of  attempts  to  better  American 
methods  of  wool  handling  —  those  aiming  at  bringing 
growers  and  manufacturers  into  closer  contact  — 
have  also  failed  to  accomplish  what  was  expected  of 
them.  These  attempts  first  took  the  form  of  local 
grading  and  auction  warehouses  at  wool  collecting 
points  in  the  west.  Warehouses  of  this  type  are 
to  be  found  at  Billings,  Big  Timber,  and  Great  Falls, 
Montana,  and  at  various  points  in  Oregon,  California, 
and  in  the  southwest.  These,  as  a  rule,  furnish 
fairly  satisfactory  storage  facilities.  Moreover,  to 
the  grower  they  supply  an  opportunity  to  list  and 
store  his  wool  and  the  privilege  of  offering  it  for  com- 
petitive bids  on  the  lot,  on  set  days  and  under 
more  or  less  complete  rules  for  selling  and  delivery; 
while  to  the  wool  buyer  they  offer  a  chance  for  careful 
inspection  of  the  lot  and  for  equality  of  opportunity 
in    bidding.     Some   of   these   local  warehouses    and 
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exchanges  are  operated  by  local  growers'  associations, 
and  others,  particularly  in  the  southwest,  are  owned 
and  operated  by  the  local  dealers  either  as  companies 
or  as  associations,  in  which  cases  they  are  used  to 
divert  the  wool  trade  of  the  particular  district  to 
special  points  and  often  are  accompanied  by  other 
inducements  such  as  free  storage  or  reduced  hand- 
ling charges.^  Some  of  the  local  warehouses  have 
been  in  existence  since  the  early  nineties,  but  as  a 
whole  they  have  not  brought  about  the  directness 
of  contact  between  grower  and  manufacturer  which 
was  their  original  purpose.  They  have,  however, 
proved  to  be  a  valuable  convenience  for  the  eastern 
merchant  buyer  at  many  points. 

The  latest  development  in  the  second  group  has 
been  the  establishment  of  wai*ehouses  located  at 
the  eastern  terminals  of  the  transcontinental  rail- 
roads, and  operated  as  co-operative  storage  and 
sales  depots,  where  it  was  planned  that  the  growers 
should  offer  their  clips  direct  to  the  manufacturers. 
The  Wyoming  Wool  Growers'  Association  in  1908 
built  a  warehouse  in  Omaha  and  put  in  it  during  its 
first  season  about  a  million  pounds  of  wool.  Auction 
sales  were  announced  for  December  of  that  year,* 
but  the  mill  buyers  failed  to  respond,  most  of  the 
sales  made  were  to  the  same  old  eastern  buyers, 
and  the  auction  bidding  feature  failed  altogether. 
The  warehouse  is  now  used  for  ordinary  storage 
purposes  and  the  auction  feature  has  been  abandoned.' 

A  plan  much  more  elaborate  and  much  better  worked 
out  is  that  of  the  National  Wool  Warehouse  and 

>  Report,  Induatrial  CommiflBloii,  1900,  yol.  vl,  p.  330. 

t  BuOettn,  National  Association  of  Wool  ManufaotuMra,  Deo.  1908,  p.  357. 

*  Intervtews  with  wool  merchants  In  Boston. 
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Storage  Company  of  Chicago.  This  is  a  concern 
incorporated  under  the  laws  of  West  Virginia  with 
$400;000  capital.  The  National  Wool  Growers'  As- 
sociation is  heavily  interested  in  the  enterprisCi  and  its 
members  subscribed  for  $250,000  of  the  stock,  the 
remainder  coming  from  Chicago  merchants. 

In  1909  a  fireproof  warehouse  five  stories  high 
150  X  250  feet,  with  good  rail  connections,  was  built 
in  Chicago,  and  it  has  been  equipped  with  handling 
systems  designed  to  reduce  to  a  minimum  all  moving 
and  storage  costs.  Each  wool-growing  stockholder 
is  under  agreement  to  deliver  each  year  for  three 
years  not  less  than  5000  nor  more  than  6000  pounds 
for  each  $50  share  of  stock  he  holds.  In  this  way 
the  warehouse  is  guaranteed  for  three  years  an  annual 
total  of  at  least  25  million  pounds  of  wool.  It  was 
the  original  purpose  to  induce  the  eastern  buyers, 
and  especially  the  mill  buyers,  to  come  to  Chicago 
to  make  their  purchases.^ 

The  original  plan  has  been  modified  dining  the 
past  year,  and  now  the  wool  is  merely  assembled 
for  storage  in  Chicago  and  is  sold  entirely  on  a  com- 
mission basis,  partly  through  a  Chicago  sales  office, 
but  chiefly  through  branch  selling  offices  in  Boston 
and  Philadelphia.'  These  selling  offices  keep  stocks 
on  hand  and  sell  to  the  mills  by  private  sale  exactly 
as  if  they  were  the  usual  type  of  merchant  or  com- 
mission house,  all  sales  being  made  on  the  usual  com- 
mission of  one  cent  per  pound.  This  enterprise,  there- 
fore, has  achieved  its  original  purpose  of  direct  contact 
between  the  grower  and  the  mill,  not  by  its  original  plan 
of  compelling  the  mill  buyer  to  come  to  a  storage 
warehouse  for  his  wool,  but  by  going  into  the  wool 

1  Bulletin,  NatloiuJ  ABaodatlon  of  Wool  Manufacturen,  Dee.  1009.  p.  530. 
*  IntervtowB  In  Bofton. 
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merchant  business  and  taking  the  wool  to  the  mill 
buyer.* 

These  efforts  to  "  eliminate  the  middleman ''  in 
the  wool  business  of  this  country  appear  not  only  to 
have  failed  to  do  so,  but  also  to  accomplish  anything 
except  in  so  far  as  they  have  established  institutions 
which  the  middleman  could  make  use  of,  or  as  they 
have  done  his  work  in  the  established  way. 

The  third  group  of  efforts  to  improve  the  wool- 
handling  methods  of  the  country  by  recognizing  the 
merits  and  utilizing  the  form  of  the  present  system, 
while  correcting  some  of  its  defects,  bids  fair  to  ac- 
complish results  far  more  satisfactory  than  even 
the  best  achievements  of  the  other  two  groups. 

The  new  wool  warehouse  in  Boston  is  the  newest 
and  most  striking  illustration  of  this  group  of  changes. 
The  warehouse  has  a  storage  capacity  of  over  100 
million  pounds,  or  more  than  one-third  of  the  clipped- 
wool  yield  of  the  country  in  ordinary  years.  More- 
over, it  is  so  constructed  as  to  reduce  all  the  necessary 
costs  of  wool  handling  and  storage  to  an  absolute 
minimum.  The  persons  by  whom  it  has  been  erected 
are  in  close  association  with  the  American  Woolen 
Company;  and  it  has  been  leased  to  dealers  from 
whom  that  company  is  supposed  to  purchase  most  of 
its  wool.*  This  enterprise  represents  a  distinct  ad- 
vance in  the  physical  equipment  of  the  Boston  wool 

s  An  laterMtlng  feature  of  the  work  of  the  National  Wool  Warehouse  and  Storage 
Company  te  the  effort  It  Is  making  to  better  packing  methods  of  the  **  territory  ** 
wools.  The  president  of  the  company,  J.  E.  Coegrlff,  is  spending  several  months  of 
this  season  In  holding  meetings  of  flockmasters  and  bankers  In  the  wool-growing  states 
and  demonstrating  to  them  the  advantages  of  greater  care  In  packing  methods.  — 
the  elimination  of  such  practices  as  "  false  packing/'  "  double  fleeces,'*  etc.,  and  Is 
urging  other  reforms  such  as  the  use  of  paper  twine  for  fleece  tying.  He  Is  also  at ' 
work  on  plans  for  standardising  of  breeding  practice.  It  Is  hoped  that  in  this  way 
the  eompany  may  raise  the  standard  of  the  wools  passing  through  Its  hands,  and 
perhaps  ultimately  put  the  American  breeding  and  packing  methods  on  a  par  with 
those  which  prevail  in  Australia. 

•  Bulletin.  National  Association  Wool  Manufacturers,  Dec.  1900,  p.  628. 
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trade,  and  it  will  be  followed,  no  doubt,  by  other 
devices  to  meet  the  rise  in  the  handling  costs  at  the 
chief  wool  market  of  the  country. 

One  line  of  improvement  which  is  being  given  serious 
attention  by  Boston  wool  merchants,  altho  it  has 
not  yet  assumed  concrete  form,  is  the  betterment  of 
selling  methods  by  introducing  a  modification  of  the 
Bradford  conditioning  house  plan.  Under  the  present 
methods  of  wool  selling  a  merchant  may  send,  for 
instance,  three  ''  sample  bags  "  of  wool  of  established 
grade  to  three  separate  mills  for  scouring  test.  He 
may  be  convinced  that  the  three  bags  are  identical 
in  grade,  and  yet  the  return  from  the  tests  may  show 
a  variation  of  from  three  to  seven  cents  in  the  scoured 
basis  price,  according  to  the  test  methods  applied  at 
the  different  mills.  A  conditioning  house,  making  a 
disinterested  test  by  invariable  standard  methods, 
would  give  a  fairer  basis  for  the  transaction  from  both 
sides.  One  Boston  dealer  estimates  the  annual  losses 
to  the  wool  trade  from  improper  scouring  tests  alone 
at  not  less  than  $5,000,000. 

The  place  of  the  wool  merchant  as  an  intermediary 
between  the  wool  grower  and  the  wool  manufacturer 
in  this  country  seems  to  be  firmly  established.  He 
performs  a  function  which  cannot  be  performed  either 
safely  or  satisfactorily  by  grower  or  manufacturer 
except  in  isolated  cases,  and,  on  the  whole,  he  does 
well  his  risky  and  complicated  work.  If  the  wool- 
handling  methods  of  the  United  States  are  capable 
of  material  betterment  it  is  along  the  line  of  increas- 
ing the  efliciency  of  the  wool  merchant's  methods 
and  equipment,  and  not  by  the  elimination  of  this 
type  of  middleman. 

P.  T.  Cherington. 

Habvabd  Uniybrsitt. 


REVIEWS 


RECENT  BOOKS  ON  THE  PRINCIPLES  OF 

ECONOMICS 

It  would  be  hard  to  find  five  general  works  on  economics 
that  vary  more  in  method,  viewpoint,  and  purpose  than 
the  five  books  with  which  this  review  is  concerned.  Those 
by  Blanchard,  Meade,  and  Johnson  are  designed  as  text- 
books. The  first  is  a  cyclopedic,  systematic,  amply  illus- 
trated exposition  of  general  principles  for  the  use  of  first-year 
students  in  French  schools  of  law.  The  second  is  a  con- 
crete, untechnical,  descriptive  work,  referring  only  inci- 
dentally to  imderlying  principles,  and  intended  primarily, 
like  its  companion  volumes  in  the  Modem  Business  series, 
for  the  use  of  mature  business  or  professional  men  who 
cannot  enjoy  the  facilities  of  schools  of  commerce.  The 
third  is  a  brief,  closely  reasoned  outline  of  theory,  with 
incidental  illustrative  matter,  designed  mainly  to  meet 
the  requirements  of  American  college  students.  No  one 
of  these  three  develops  new  views  or  handles  old  doctrines 
in  ways  particularly  new.  On  the  other  hand,  the  chief 
significance  of  the  two  English  contributions  —  by  Wick- 
steed  and  by  Hobson  —  is  doctrinal.  The  views  they 
develop  are  distinctive,  and  present  a  fresh  alignment 
of  theories  imderl3dng  social  policy.  This  quality  fortu- 
nately does  not  detract  from  the  serviceability  of  either 
book  for  class-room  purposes.  On  the  contrary,  with 
mature  students  it  would  not  be  easy  to  find  material 
more  stimulating  to  discussion  than  long  assignments 
in  Wicksteed's  detailed  analysis  of  economic  processes, 
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or  shorter  ones  in  Hobson's  more  condensed  but  more 
varied  treatise. 

Blanchard's  700-page  book,  Cows  d'  Ecanomie  Politique^ 
is  a  first  volume;  the  second  will  meet  the  needs  of  second- 
year  students  in  French  law  schools.    In  his  view,  logical 
requirements  point  to  the  conventional  fourfold  treatment 
of  political  economy,  in  this  order,  —  production,  exchange, 
distribution,  and  consumption.    For  pedagogical  reasons 
he  departs  from  this  order,  and  covers  in  the  present  volume 
production,  consumption,  and  the  greater  part  of  distribu- 
tion.   The  treatment  of  value,  exchange,  and  certain  re- 
maining phases  of  distribution  is  left  for  the  second  volume. 
The  latter  portions  are  to  his  view  the  more  difficult  aspects 
of  economic  study,  and  may  therefore  appropriately  be 
left  for  second-year  students.    Regard  for  the  pedagogics 
of  the  situation  is,  however,  not  a  distinctive  mark  of  the 
book.    It  is  formal  and  systematic  in  its  method  of  treat- 
ment.   Definition,   lengthy  classification,  and  orderly,  if 
superficial,  analysis  follow  one  another  in  a  manner  often 
more  pedantic  than  vital.    The  fundamentals  of  varying 
concepts  are  given  less  attention  than  their  bearings  on 
social   policy;    but  the  eclecticism  that  this  statement 
indicates  is  secondary  and  historical,  rather  than  primary 
and  contemporary.    The  views  of  Adam  Smith,  "Stuart 
Mill  "  and  Senior,  of  Bastiat  and  Say,  and  of  Marx,  furnish 
much  of  the  material  for  discussion.    These  are  presented, 
as  well  as  contrasted  and  correlated  with  other  views  and 
with  contemporaneous  data,  largely  through  the  medium 
supplied  by  the  treatises  of  Beauregard,  Cauwte,  Leroy- 
Beaulieu,  Colson,  and  Gide.    There  is  no  reference  to  the 
development  of  thought  in  other  countries  during  recent 
decades,  except  as  that  has  filtered  through  the  writings 
of  the  French  authors  named.    Indeed,  to  do  this  was  no 
part  of  the  author's  purpose;    but  the  pretentious  sixe 
and  scope  of  his  treatise  naturally  direct  attention  to  the 
omission. 

The  treatment  of  production  is  conventional  in  outline 
and  matter.    The  classical,  threefold  division  of  productive 
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factors  is  adopted.  The  nature  factor  is  comprehensively 
described,  climatic  and  physiographic  elements  receiving 
a  due  share  of  emphasis.  In  the  analysis  of  the  labor 
factor,  the  old  distinction  between  productive  and  un- 
productive labor  is  refined  into  one  between  directly  and 
indirectly  productive  labor;  but  there  is  no  trace  of 
Austrian  influence  in  the  change.  The  contribution  of 
capital  is  considered  in  its  r61e  as  a  derived  agent  devoted 
to  future  production.  The  strength  of  the  modem  stim- 
ulus to  the  related  processes  of  saving  and  investment 
is  perhaps  over-emphasized  in  this  connection.  The 
treatment  of  the  elements  of  production  is  followed  by  an 
independent  exposition  of  the  social  factors  influencing 
production.  In  this,  most  emphasis  is  placed  on  tendencies 
relating  to  the  scale  of  production  and  to  growth  of  popu- 
lation. His  conclusions  are  that  in  agriculture  the  trend 
is  obviously  toward  production  on  a  small  scale,  but  that 
in  other  fields  varying  scales  of  organization  will  parallel 
one  another,  varying  needs  being  met  in  different  ways. 
The  discussion  of  the  trust  movement  in  the  United  States 
is  niuvely  simple.  Mr.  Havemeyer's  well-known  dictum 
is  accepted  as  conclusive  evidence  of  the  view  that  our 
trusts  are  largely  tariff-made  in  their  origin.  There  is 
an  intelligent  discussion  —  based  on  Colson  —  of  the 
regulative  influence  of  cartels  in  time  of  industrial  and 
financial  crisis.  A  large  measure  of  anxiety  over  the  di- 
minishing French  birth-rate  appears  in  the  lengthy  discus- 
sion of  the  population  question.  Little  hope  is  found 
in  legislative  measures  encouraging  marriage  and  parent- 
hood. The  tendency  toward  decrease  is  regarded  as  a 
necessary  outeome  of  the  economic  and  social  changes 
of  the  century.  These  will  progressively  affect  other 
nations  until  conditions  are  equalized.  It  is  pointed  out 
that  the  situation  in  this  respect  among  the  older-established 
American  families  is  even  more  pronounced  than  in  France. 
The  conception  of  diminishing  returns  is  the  old  Malthusian 
one  that  contrasts  diminishing  productivity  with  increasing 
population.    But  a  tendency  toward  deficit  is  shown  to 
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be  nonexistent.  "  The  future  of  the  human  race  appears 
to  be  in  no  way  menaced  by  it."  The  author  likewise 
contrasts  increasing  with  diminishing  returns  in  a  way 
that  again  combines  historical  with  technological  considera- 
tions. The  treatment  of  consumption,  largely  a  discussion 
of  individual  and  national  traits  in  the  matter  of  expendi- 
ture, is  for  the  most  part  trite  and  preachy.  ''  Economy 
in  expenditure  is  excellent  in  itself,  but  it  ought  to  be  rea- 
sonable, t.  6.  exercised  with  moderation."  The  definition 
of  luxury  stands  out  in  agreeable  contrast  with  this:  "  Lux- 
ury is  the  consuming  of  a  relatively  large  amount  of  goods 
or  services  for  the  satisfying  of  a  relatively  superfluous 
need."  The  treatment  of  distribution  brings  out  no  clean- 
cut,  fundamental  conceptions.  Juridical  considerations 
are  developed  at  length.  The  economic  theories  of  earlier 
writers  are  outlined,  as  well  as  ideals  and  programs  of 
reform  in  distributive  methods.  Much  more  attention 
is  devoted  to  a  description  of  conditions  surrounding  the 
distributive  process  than  to  the  process  itself.  Most 
space  is  given  to  labor  questions.  On  the  whole,  Blan- 
chard's  general  attitude  on  social  policy  is  a  feebly  qualified 
individualism. 

Meade's  Economics  of  BrAsiness  is  the  introductory 
voliune  of  the  Modem  Business  series  of  text-books. 
It  gives  a  distinctly  practical  exposition,  emphasizing 
the  actualities  of  business  experience  by  extended  and 
typical  illustrations  rather  than  through  generalization. 
''The  book  presupposes  no  previous  knowledge  of  eco- 
nomics other  than  that  possessed  by  any  intelligent 
person  who  reads  the  daily  newspapers  and  keeps  his  eyes 
open."  Tho  the  preface  disclaims  a  formal  arrangement 
of  the  volume  into  divisions  and  subdivisions,  the  arrange- 
ment of  the  material  is  along  familiar  lines.  There  is  no 
treatment  of  consiunption;  but  production,  exchange, 
and  distribution  are  discussed  under  quite  the  usual  cate- 
gories. Whether  practical  problems  of  present  moment 
should  be  treated  in  chapters  immediately  preceding  or 
following  those  dealing  with  questions  of  general  inter- 
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pretation,  or  in  Part  III  on  "  Economic  Problems/'  seems 
to  have  been  largely  a  matter  of  whim  with  the  author. 
For  instance,  chapters  on  "  The  Training  of  Workers  " 
and  on  "Woman  and  Child  Labor"  follow  the  chapter 
on  ''  Labor ''  as  a  factor  in  production.  A  chapter  on 
"  Location  of  Industries  "  properly  precedes  one  on  "  Large 
Scale  Production ''  in  the  treatment  of  business  organization 
in  Part  I;  while  the  chapters  dealing  with  monopoly  and 
the  trust  movement  are  relegated  to  Part  III.  It  is  this 
sort  of  arrangement,  probably  as  helpful  as  it  is  planless, 
that  the  author  doubtless  has  in  mind  in  the  prefatory 
remark  above  referred  to. 

The  great  strength  of  the  book  is  its  direct  touch  with 
things  that  are  and  forces  that  move  in  the  business  world. 
Tho  there  is  throughout  a  tinge  of  the  academic,  it  is  only 
enough  to  anchor  practical  discussions  to  essentials  of 
viewpoint.  The  nature  factor  in  production  is  emphasized 
on  the  side  of  its  latent  powers.  Not  diminishing  capa- 
bilities of  the  soil,  but  the  unexploited  ''  vast  reservoir 
of  power''  about  us  is  the  thing  emphasized.  Labor, 
again,  is  a  factor  the  inomediate  functioning  of  which  in 
the  productive  process  is  not  the  most  significant  point, 
but  its  increasingly  efficient  functioning  through  the  elim- 
ination of  child  labor,  the  training  of  workers,  and  the 
improving  of  their  environment.  This  shifting  of  emphasis 
from  static  to  dynamic  aspects  is  not  so  prominent  in  the 
chapter  on  capital;  but  it  again  appears  in  the  treatment 
of  business  organization,  a  field  in  which  improvements 
of  method  are  matters  of  intimate  familiarity  to  the  author. 

Part  II,  dealing  with  exchange,  is  devoted  mainly  to 
money  and  credit.  One  chapter  is  given  to  "  Prices." 
The  discussion  bears  not  so  much  on  the  relation  between 
money  and  prices  as  on  the  relation  of  value  to  price  and 
on  the  factors  influencing  supply  and  demand;  and  there 
seems  to  be  no  logic  in  consigning  matters  so  fundamental 
to  such  an  inconspicuous  and  subordinate  place.  As  re- 
gards the  viewpoint  of  this  analysis,  it  is  conceded  that 
**  altho  market  prices  may  change  and  fluctuate  in  the 
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manner  just  described,   they   are,   however,  in  the  last 
analysis,  detennined  by  the  comparative  utility,  of  com- 
modities and  money  to  their  consumers."    It  is  to  be 
regretted  that  the  recognition  of  this  fact  is  so  long  delayed 
and  is  driven  home  in  two  paragraphs  of  such  comparative 
brevity.    On  turning  to  Part  III,  on  distribution,  one's 
attention  is  at  once  arrested  by  a  description  of  forms  of 
business  organization  (''  Forms  of  Ownership  "),  used  as 
an  introduction  to  the  subsequent   exposition  of   surface 
aspects  of  distribution.    Whatever    the    reason    for  this 
departing  from  the  more  conventional  order  of  treating 
this  topic  (under  production),  there  are  conceivable  ad- 
vantages in  the  change.    In  the  first  place,  by  this  means 
there  may  be  avoided   the  confusion   that   often   arises 
from  the  closely  connected  treatments  of  the  advantages 
and  disadvantages  of  varying  sizes  of  the  business  unit 
and  those  of  the  various  forms  of  business  organization. 
In  the  second  place,  such  an  introduction  to  distribution 
might  well  contribute  to  clearness  by  necessitating  sharp 
distinctions  between  different  classes  of  workers,  and  an 
equally  nice  differentiation  between  shares  of  income  that 
are  sometimes  treated  as  wages  of  management,  sometimes 
as  profits.    In  the  present  instance,  the  former  distinction 
does  result;    the  latter  does  not.    Under  causes  affecting 
the  rate  of  wages,  joint  reference  is  made  to  the  1(50,000 
salary  of  the  railroad  president  and  to  the  work  he  performs. 
The  salary  is  direct  compensation  for  the  work  ''which 
may  mean  profits  of  many  millions  of  dollars  to  the  company 
which  he  serves."    Later,   in  the  discussion  of  profits, 
we  find  that  ''  in  the  great  majority  of  cases,  the  large 
profits  of  industry  have  been  the  result  of  superior  ability. 
We  have  seen  that  most  business  men  do  not  make  profits; 
a  few  men  do  make  them.    The  primary  reason  for  this 
distinction  is  that  the  few  are  more  liberally  endowed  with 
brains  than  the  many."    How  shall  we  know  who  are  the 
few  who  do  reap  profits  ?    To  what  extent  do  dividends 
to  shareholders  encroach  on  the  ability  wage  of  the  rail- 
road president  ?    Or  is  it  merely  that  a  certain  proportion 
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of  the  dividend  serves  as  tangible  evidence  of  the  magna- 
nimity of  the  president  ?  But  it  is  no  part  of  Meade's  in- 
tention to  draw  fundamental  distinctions.  His  treatment 
of  distribution  is  from  the  standpoint  of  the  business  or- 
ganizer who  makes  outlays.  These  are  roughly  classified 
and  simply  explained  in  the  familiar  business  terms.  Rent, 
wages,  interest,  profits,  and  taxes  are  from  this  angle  objec- 
tive payments,  the  various  forms  of  which  need  to  be  de- 
scribed rather  than  subjected  to  the  more  analytical  tests 
of  identification  and  explanation. 

Strangely  enough,  the  place  in  Meade's  book  in  which 
to  look  for  his  underlying  views  on  distribution  is  not  in 
the  chapters  expressly  devoted  to  that  subject,  but  in  the 
concluding  part;  which  might  to  advantage  have  been 
entitled,  not  ''  Economic  Problems,"  but  *'  Public  Aspects 
of  Economic  Problems."  This  applies  particularly  to  the 
chapter  on  the  "  Problem  of  Monopoly."  The  view  is  there 
advanced  that  monopoly  is  a  perfectly  natural  phenom- 
enon; it  is  not  "  like  some  foreign  substance  which  may 
get  into  the  industrial  mechanism  and  prevent  its  perfect 
running.  .  .  .  Economists  who  hold  this  view  of  monopoly 
believe  that  there  are  certain  fundamental  laws  in  economics 
which  are  as  universal  and  permanent  as  the  law  of  gravi- 
tation itself.  .  .  .  Those  who  oppose  this  general  view 
of  monopoly  contend  that  there  is  nothing  inherently 
wrong  in  the  principle  of  monopoly,  that  it  is  a  general 
phenomenon  of  all  economic  activities,  and  that  practically 
everybody,  laborer,  professional  man,  capitalist,  and  land- 
lord, is  a  monopolist.  .  .  .  Tho  the  extreme  concentration 
of  monopoly  power  in  the  hands  of  some  may  give  rise 
to  serious  problems,  the  monopoly  principle,  nevertheless, 
pervades  the  whole  business  world,  and  is  not  to  be  con- 
demned on  all  hands  because  it  may  sometimes  give  rise 
to  evil  results."  Monopoly  is  an  accompaniment  of  prog- 
ress. The  monopoly  fimd  is  identical  with  the  social 
surplus  that  has  resulted  from  the  rapid  growth  of  produc- 
tive power  during  the  century.  ''  This  means  that  every  one 
who  is  getting  some  of  the  product  of  this  social  surplus 
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is  in  reality  getting  something  for  which  he  has  not  rendered 
an  equivalent  service.  The  social  surplus  affords  thus  a 
kind  of  monopoly  fund  on  which  all  the  present  factors 
of  production  are  constantly  drawing.  .  .  .  There  are 
few  classes  of  society,  nay  rather,  few  individuals  in  any 
class,  who  have  not  been  able  to  get  and  to  keep  some 
portion  of  the  social  surplus."  Conviction  of  the  truth 
of  the  last  statement  should  have  restrained  the  author 
from  the  futile  suggestion  that  a  widening  ownership  of 
corporation  securities  will  afford  a  significant  safeguard 
for  the  masses  against  monopoly  extortion.  In  many 
parts,  the  book  shows  unmistakeable  ear-marks  of  hasty 
and  off-hand  preparation.  Yet  despite  these  evidences 
of  hurried  work,  it  is  well  adapted  to  the  purpose  for  which 
it  was  written. 

Johnson's  Introdtiction  to  Economics  is  a  revision  of  his 
earlier  Introductory  Economics.  The  chapter  arrangement 
and  titles  are  substantially  the  same,  and  the  order  of 
treatment  and  phraseology  within  chapters  has  not  been 
vitally  changed.  Some  paragraphs  that  appeared  in  the 
older  work  have  been  dropped  and  new  ones  have  been 
inserted;  a  smnmary  statement  appears  in  italics  at  the 
head  of  each  paragraph;  and  many  new  illustrations  have 
been  introduced.  In  view  of  this  similarity  between  new 
and  old,  it  is  almost  needless  to  say  that  the  present  work 
has  all  of  the  marks  of  clear,  definite,  and  logical  exposition 
that  characterized  its  predecessor.  In  scope  and  method 
it  stands  in  sharpest  contrast  with  Meade's  book.  Theoret- 
ical aspects  are  constantly  emphasized;  the  teacher  is 
relied  on  to  supply  the  concrete  material  best  adapted  for 
illustration.  ''An  efiicient  teacher  can  base  a  highly 
practical  course  upon  a  text-book  which  is  fimdamentally 
theoretical."  Beginning  with  a  discussion  of  value,  needed 
prominence  is  given  to  the  fundamental  nature  of  the  laws 
of  price;  but  the  distribution  of  emphasis  between  demand 
and  supply  elements  is  so  even  that  the  ''  costs "  basis 
of  price  stands  in  a  logical  position  in  no  wise  secondary 
to    the    ''  consumers'    estimate    basis."    This    procedure 
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makes  it  easy  to  swing  to  the  frankly  implied  "  costs  " 
attitude  that  imderlies  the  whole  marginal  productivity 
program  of  economic  reform.  In  this  analysis  it  comes 
out  very  clearly  that  the  relation  between  the  Austrian 
viewpoint  and  the  marginal  productivity  treatment  is 
in  no  respect  vital.  Indeed,  essentially  they  are  incon- 
sistent. Only  as  regards  the  superficial  aspects  of  meth- 
odology is  there  any  resemblance.  Both  deal  with 
margins;  but  the  one  treats  subjective,  the  other  objectivei 
considerations.  In  the  one  case,  subjective  value  is  the 
primary  influence  in  distribution;  in  the  other,  objective 
product.  With  the  one,  marginal  utility  should  be  merely 
a  resultant  and  index;  with  the  other,  it  is  a  determinant 
and  measure  of  results.  Johnson's  discussion  serves  to 
bring  out  clearly  these  differences.  Margins,  and  usually 
marginal  costs,  are  regularly  accorded  a  determinative 
influence.  It  is  true  that  when  the  emphasis  is  shifted  to 
costs,  reference  is  frequently  made  to  the  secondary  nature 
of  those  items;  but  these  are  after-concessions,  soon  for- 
gotten when  the  emphasis  turns  once  more  to  aspects  of 
productivity  revealed  through  hypothetically  successive 
outlays  and  marginal  costs.  This  tendency  reaches  its 
final  conclusion  in  the  proposition  that  free  enterprise 
approaches  justice  only  when  competition  rules,  that  monop- 
oly is  unnatural  or  abnormal  because  it  interferes  with 
cost  prices,  and  that  social  intervention  must  guarantee 
competition  or  assume  such  price-fixing  functions  as  will 
restore  a  ''  normal "  or  cost-price  situation.  A  genuine 
shifting  of  emphasis  from  supply  to  demand  factors,  as 
primary  in  price  determination,  should  lead  to  the  view 
that  monopoly  is  as  normal  a  phenomenon  as  competition, 
that  it  is  not  confined  to  the  organizing  factor  in  production, 
and  that  its  influence  must  therefore  regularly  be  reckoned 
with  in  determining  the  share  of  any  factor  in  the  produc- 
tive process.  Johnson's  book,  throughout,  affords  an 
unusually  able  and  clear  presentation  of  the  normal  or 
static  view  of  things. 
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Wicksteed's  The  Common  Sense  of  Political  Economy 
is  in  three  parts.  Books  II  and  III,  containing  300  of 
the  700  pages,  are  largely  of  an  excursive  and  illustrative 
nature.  They  will  have  main  interest  to  those  of  a  mathe- 
matical turn  of  mind.  Book  III,  however,  layE  considerable 
stress  on  the  social  implications  of  theories  developed 
earlier  in  the  voliune.  Book  I,  the  constructive  portion 
of  the  work,  is  of  main  interest.  Goethe's  ''  Ein  jeder 
lebt's,  nicht  vielen  ist's  bekannt "  truly  affords  the  motive 
and  key  to  the  treatise.  The  author  assumes  no  previous 
acquaintance  ^ith  works  on  political  economy;  and  he 
relies,  as  he  says,  on  *'  no  hypotheses  except  such  as  the 
common  experience  of  life  suggests  and  explains."  But 
this  does  not  make  the  reading  of  the  book  an  easy  task 
for  any  but  a  mature  and  very  thoughtful  reader.  For 
there  is  un  obvious  tendency  not  to  neglect  anything  that 
has  even  a  remotely  fundamental  bearing  on  matters  of 
interpretation;  and  the  whole  treatment  reveals  the  crafts^ 
manship  of  a  highly  philosophical  mind.  Let  me  illustrate 
by  his  analysis  of  what  is  often  termed  ''the  economic 
motive."  To  Wicksteed  the  connotation  of  this  phrase 
is  a  false  one.  Truth  demands  the  use  of  colorless  terms, 
such  as  "economic  relation"  or  "economic  force";  motive 
in  any  strictly  personal  sense,  to  his  view,  is  conspicuous 
by  its  absence.  The  relation  is  not  an  egoistic  nor  an 
altruistic  one,  but  one  of  "non-tuism."  Economic  life 
is  entirely  unmoral,  or  morally  indifferent.  "  The  economic 
organization  of  society  in  itself  does  not  in  any  way  dis- 
criminate between  worthy  and  unworthy  ends."  "The 
catholicity  of  the  economic  relation  extends  far  enough 
in  either  direction  to  embrace  both  heaven  and  hell."  "  It 
would  be  absurd  to  call  a  man  selfish  for  protecting  his 
king  in  a  game  of  chess."  "  Only  an  expert  can  distinguish 
between  the  harbor  light  supported  by  a  small  toll  on  the 
cargoes  it  guides  to  safety,  and  the  light  displayed  by  the 
wrecker  who  hopes  to  pick  stray  salvage  from  the  wealth 
he  has  taught  the  sea  to  swallow."  This  outlook  on  the 
economic  life  is  well  siunmarized  in  four  propositions  that 
show  the  fundamentals  both  of  viewpoint  and  of  method: 
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(a)  '^  That  the  economic  relation  is  entered  into  at  the 
prompting  of  the  whole  range  of  human  purposes  and 
impulses,  and  rests  in  no  conclusive  or  specific  way  on  an 
egoistic  or  self-regarding  basis. 

(6)  "That  the  economic  forces  and  relations  have  no 
inherent  tendency  to  redress  social  wrongs  or  ally  them- 
selves with  any  ideal  system  of  distributive  justice. 

(c)  "  That  the  hypothesis  that  the  economic  relations  / 
can  be  isolated,  even  if  taken  only  as  a  first  approximation, 
is  too  remote  from  the  fact  to  be  admissible,  and  would 
be  useless  and  superfluous  in  any  case;  and  that  the  econom- 
ic relation,  as  well  as  being  naturally  allied  to  other  rela- 
tions in  every  degree  of  closeness,  has  itself  a  tendency  to 
b^et  these  other  relations. 

(d)  ''  That  it  is  nevertheless  both  legitimate  and  de- 
sirable to  make  an  isolated  study  of  the  economic  relation 
and  the  economic  forces,  tho  not  on  the  hyx)othe8is  that 
they  actually  exist  or  act  in  isolation."  (pp.  169-170.) 

The  phenomena  of  the  market  are  shown  to  be  the  central 
and  unifying  ones  in  economic  life.  But  these  cannot  be 
truly  interpreted  without  a  preliminary  study  of  the  broader 
principles  underlying  the  personal  administration  of  re- 
sources and  of  choice  between  alternatives.  The  book 
therefore  begins  with  a  detailed  exposition  of  the  Austrian 
analysis  (its  paternity  is  patriotically  ascribed  to  Jevons), 
Ulustrated  by  reference  to  the  whole  range  of  rational  and 
irrational,  impulsive  and  deliberate,  conscious  and  ''  even 
unconscious"    choices.^    In    the    endeavor   to  make  this 

>  The  foflowlng  are  typical  UluitraUone  of  the  breadth  of  api>lioaUoii  (pp.  79-80). 

"  Caesar  tells  how  when  eurprised  by  the  NervU  he  had  baiiely  Ume  to  haranftue 
his  eoldlers,  obyloudy  Imi^ng  that  the  harancue  was  shorter  than  usual.  He  felt 
that  a  few  moments,  even  at  such  a  crisis,  were  well  devoted  to  words  of  exhortation 
to  his  troops;  but  their  value  declined  at  the  margin,  and  the  price  In  delaying  the 
onslaught  rapidly  rose;  so  the  moment  was  soon  reached  when  the  time  could  be 
better  spent  than  in  prolonging  a  moving  discourse.  In  a  story  of  South  America, 
(sie)  alter  the  war,  we  are  told  of  a  planter  who,  when  warned  by  his  wife  in  the  middle 
of  his  prayers  that  the  enemy  was  at  the  gate,  concluded  his  devotions  with  a  few  brief 
and  earnest  petitions,  and  then  set  about  defending  himself.  Had  he  been  a  formalist 
those  final  petitions  would  never  have  been  uttered  at  all;  but  under  the  circumstances 
the  impulse  to  prayer,  tho  sincere  and  urgent,  became  rapidly  less  Imperative  and 
eiaciting  relatively  to  the  urgency  of  taking  steps  for  defense,  as  the  successive  moments 
passed.  .  .  .  An  entirely  devout  and  sincere  person  may  find  himself  In  the  dilemma 
of  having  either  to  curtail  (or  omit)  family  prayers  or  to  hurry  a  guest  over  his  break- 
fast and  perhaps  run  him  uncomfortably  close  for  his  train." 
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subjective  analysis  true  to  life,  Wicksteed  goes  into  details 
that  most  of  us  would  willingly  take  for  granted.  But 
it  is  easy  to  forgive  this  sin  when  following  the  beautifully 
consistent  and  significant  constructive  treatment,  based 
on  this  early  detailed  analysis.  Ordinarily  there  is  much 
confusion  in  the  effort  to  bridge  the  gap  between  the  dis- 
cussion of  the  canons  of  individual  choice  and  that  of  market 
price.  Wicksteed's  analysis  is  unusual  in  the  directness 
with  which  it  demonstrates  the  primary  dependence  of 
market  phenomena  on  personal  choices  between  altemar 
tives.  He  carefully  discriminates  between  the  individual 
scale  of  choice  and  the  communal  one.  The  former  contains 
only  elements  of  the  latter  that  are  relevant,  i.e.  such  as 
concern  items  that  appeal  to  particular  personal  tastes; 
and  the  latter  contains  elements  of  the  former  only  as 
respects  items  that  enter  into  the  circle  of  exchange.  The 
dependence  of  the  collective  scale  on  the  personal  scale 
once  demonstrated,  he  never  forgets  this  key  to  an  inter- 
pretation of  the  whole  of  our  economic  life.  The  buyer 
may  believe  that  the  seller  fixes  the  price.  The  seller  may 
often  think  so  too.  But  Wicksteed  holds  to  the  simple 
truth  that  ''  It  is  the  collective  mind  of  the  purchasers, 
then,  as  estimated  by  the  sellers,  that  determines  the  price 
proclaimed  by  the  latter.  The  sellers  read  the  collective 
scale,  to  the  best  of  their  ability,  and  announce  their  read- 
ing to  the  individual  purchaser."  What  a  thing  has  cost 
cannot  determine  its  value;  but  what  a  thing  will  cost 
may  determine  whether  or  not  it  will  be  made.  This  view, 
accepted  with  all  that  it  logically  implies,'  leads  to  consistent 
reasoning.  The  theory  of  monopoly  price  rests  on  precisely 
the  same  broad  principles  as  those  on  which  the  theory 
of  the  competitive  market  is  based;  and  distribution  be- 
comes simply  a  price  phenomenon.  Interest  payment 
is  a  phenomenon  of  the  market  in  advances.  Payments 
for  the  use  of  land  (rent)  and  for  the  use  of  other  durable 
goods  (hire)  have  elements  in  common  with  interest.  In 
each  case  the  payment,  in  its  primary  elements,  constitutes 
a  premium  on  advances  connected  with  the  anticipation 
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of  future  resources.  "The  comparative  breadth  of  the 
stream  which  is  turned  to  longnservice  expenditure  and  to 
indirectly  productive  effort,  will  depend  partly  on  the 
nature  of  the  tastes,  desires,  and  impulses  of  the  community, 
partly  on  the  amplitude  of  its  resources,  partly  on  their 
distribution,  partly  on  the  vividness  with  which  the  wants 
and  pleasures  of  the  future  are  realized,  and  partly  on  the 
sound  judgment  and  integrity  of  all  its  members,  more 
especially  of  those  who  are  most  active  in  directing  its 
industrial  affairs." 

Earnings,  as  a  distributive  share,  obey  the  same  principle 
as  do  interest  payments,  subject  to  an  important  qualifi- 
cation. Size  of  population,  and  consequently  of  labor 
^PPlyy  is  determined  largely  by  non-economic  considera- 
tions. Prudence  or  recklessness,  abundance  or  scarcity, 
custom  and  tradition,  impulse  "ranging  over  the  whole 
scale  of  the  material  and  spiritual  nature,"  conviction, 
deliberate  resolve,  and  calculation,  all  influence  to  greater 
or  smaller  degree  the  supply  of  human  effort.  But  at 
any  given  time,  supply  being  what  it  is,  market  considera- 
tions govern  the  return.  The  better  society  is  supplied 
with  the  thing  a  worker  makes,  the  lower  will  be  its  place 
on  the  collective  scale.  Marginal  worth  is  an  index  of  the 
remuneration  to  every  kind  of  human  effort,  precisely  as 
it  is  of  the  prices  paid  for  commodities.  Despite  a  tendency 
to  exaggerate  the  degree  of  identity  between  actual  earn- 
ings and  the  worth  of  services  rendered,  particularly  of  the 
"  less-favored,"  "  unprivileged  "  members  of  society,  one 
must  acquiesce  in  the  view  that  the  main  hope  for  the 
future  lies  in  agencies  and  influences  that  will  promote 
the  occupational  and  locational  mobility  of  workers.  To 
breed,  rear,  educate,  and  train  them  "  so  that  they  shall 
possess  the  vigor,  the  habits,  and  the  particular  skill 
which  are  likely  to  make  them  worth  most,"  and  "  to  shift 
them  to  places  and  conditions  in  which  they  may  be  worth 
more  than  where  they  are "  are  important  expedients. 
Wicksteed  with  cosmopolitan  outlook  condemns  the  work- 
ing class  gospel  of  "  less  work  but  more  of  it ";  this  gospel 
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is  as  privately  true  as  it  is  publicly  false.  ''  When  we 
shall  imderstand  that  local  distress  is  incidental  to  general 
progress,  we  shall  not  indeed  try  to  stay  general  progress 
in  order  to  escape  the  local  distress,  but  we  shall  try  to 
mitigate  the  local  distress  by  diverting  to  its  relief  some 
portion  of  the  general  access  of  wealth  to  which  it  is  inci- 
dental." The  question  must  indeed  be  faced,  may  not 
'*  local  distress "  often  be  due  to  overtaxed  individual 
powers,  and  to  a  sweated  wage  that  more  largely  reflects 
local  exploitation  than  the  worth  of  workers'  services? 
Subject  to  such  qualifications,  it  is  easy  to  endorse  the 
advocacy  of  social  improvement  through  ''  a  system  of 
true  education,  at  once  industrial  and  human,  that  shall 
be  a  great  instrument  for  training,  sorting,  and  directing 
the  faculties,  developing  the  character  of  the  community 
so  as  to  make  every  talent  available  for  the  highest  and 
most  urgently  needed  function  which  it  is  capable  of  per- 
forming." 

In  reviewing  so  consistent  a  work  as  that  of  Wicksteed's 
one  hestitates  to  refer  to  seeming  minor  inconsistencies 
of  analysis,  or  to  pass  judgment  on  the  larger  question 
of  the  completeness  of  the  author's  theoretical  structure. 
Yet  criticism  must  be  made  of  a  tendency  to  apply  the 
idea  of  diminishing  marginal  significance  in  such  way  as 
to  identify  diminishing  utility  with  diminishing  returns. 
In  the  one  case  the  decline  is  in  terms  of  feeling,  is  subjec- 
tive; in  the  other  it  is  in  terms  of  goods,  is  objective.  It 
is  worth  while  to  preserve  and  emphasize  this  distinction. 
The  failure  to  do  so  in  the  present  book  has  helped  to  bring 
the  interpretation  of  ''  earnings "  perilously  near  a  pro- 
ductivity, as  distinguished  from  a  price  explanation.  The 
larger  question,  of  the  completeness  of  Wicksteed's  theo- 
retical structure,  is  brought  out  the  more  sharply  by  the 
very  unity  of  his  treatment,  and  I  do  no  more  than  raise 
it  because  I  am  unable  to  give  a  satisfactory  answer.  Are 
there  not  fundamental  questions  of  economic  theory  that 
might  well  be  viewed  independently  of  the  problem  of 
value  ?    In  other  words,  are  there  not  relations  between 
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goods  and  men,  vitally  affecting  general  prosperity  and 
individual  welfare,  that  might  be  approached  better  in 
other  ways  than  through  the  channel  of  the  estimates  of 
importance  which  men  attach  to  goods  ? 

It  seems  to  me  that  Hobson  had  some  such  feeling  when 
he  wrote  the  Industrial  System:  An  Inquiry  into  Earned 
and  Unearned  Income.  Unfortunately,  he  sways  at  times 
from  explicit  repudiation  to  tacit  acceptance  of  certain 
aspects  of  widely  accepted  views.  This  results  in  fallacies 
that  weaken  his  general  argument.  But  fortunately  they 
detract  more  from  the  consistency  of  his  reasoning  than 
they  do  from  the  exceeding  suggestiveness  of  hie  analysis 
and  the  equally  large  significance  of  the  resulting  program. 
He  begins  his  argument  with  a  description  of  the  industrial 
structure  and  the  productive  process,  tracing  the  relations 
of  trade  to  trade  throughout  the  successive  operations 
that  gradually  transform  raw  materials  into  final  product. 
The  payments  made  to  the  various  factors  in  the  process 
are  pictured  as  incomes  that  evoke  fresh  applications  of 
productive  power  in  full  degree  and  in  appropriate  forms. 
At  this  point  begins  the  breach  with  assumptions  under- 
lying ''  authoritative "  views.  Hobson  repudiates  the 
assumption  that  competition  does  or  can  apportion  the 
product  of  industry  among  the  various  producers  according 
to  the  respective  importance  of  the  services  they  render; 
and  this,  whether  or  no  the  rent  of  land  be  treated  as  an 
exception,  or  allowances  be  made  for  ''  frictional "  inter- 
ference with  the  workings  of  competition.  This  so-called 
friction  is  quite  as  natural  as  competition.  He  likewise 
denies  the  possibility  of  a  separatist  analysis  such  as  imputes 
specific  units  of  product  to  specific  imits  of  any  productive 
factor,  marginal  or  otherwise.  Production  is  a  process 
characterized  by  organic  cooperation,  not  by  the  mechanical 
union  of  separate  elements  any  one  of  which  can  afford 
a  key  to  the  contribution  of  any  other.  Indeed,  so  far 
as  the  determinant  influence  of  any  marginal  unit  is  con- 
cerned, quite  the  opposite  is  the  case:  "the  complex  of 
forces  which,  through  supply  and  demand  determine  the 
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price  per  unit  of  each  factor,  determines  the  margin/' 
Hobeon's  own  theory  of  distribution  is  based  on  a  funda- 
mental distinction  between  costs  and  surplus.  Costs, 
to  him,  are  the  payments  necessary  to  evoke  and  maintain 
the  use  of  existing  productive  powers  in  their  present  force 
or  volume.  Such  necessaiy  or  minimum  payments  to 
landowner,  capitalist,  or  laborer  represent  a  natural  and 
permanent  economic  harmony.  This  part  of  distribution 
admits  of  no  permanent  disturbance  or  evasion.  But 
industry  creates  a  product  beyond  these  maintenance  costs, 
and  the  surplus  is  not  distributed  in  accordance  with  any 
tendency  that  inheres  in  the  conditions  of  increase  of  supply 
for  the  productive  factors.  It  is  taken  by  the  owners  or 
embodiments  of  such  factors  according  to  their  economic 
"  pull  "  or  monopoly  power.  The  factor  relatively  scarce 
at  any  time  or  in  any  situation,  whether  capital,  land, 
ability,  or  manual  labor,  is  in  a  position  of  advantage.  This 
it  uses  to  absorb  surplus  as  the  price  of  its  cooperation 
in  the  productive  process.  But  the  surplus  must  be  further 
differentiated  in  accordance  with  the  effects  of  its  use  in 
the  evoking  of  productive  power.  That  portion  of  surplus 
is  "  productive  "  which  evokes  or  feeds  a  new  or  added 
supply  of  productive  energy;  that  portion  is  "  unproduc- 
tive "  which  exercises  no  such  influence.  Surplus  diverted, 
in  this  latter  sense,  from  its  proper  work  of  furnishing 
growing  power  is  "  unearned  income."  In  this  view, 
the  categories  of  rent,  wages,  interest,  and  profits  are  not 
significant  in  any  primary  sense.  The  elements  of  prime 
importance  are  threefold:  — 


Unproductive  Surplus  (unearned  increment) 


Productive  Surplus  (costs  of  growth) 


Maintenance  (costs  of  subsistence) 


B 


**  A.  Maintenance  includes  (1)  minimum  wages  for 
various  sorts  of  labor  and  ability  necessary  to  support 
and  evoke  their  continuous  output  at  the  present  standard 
of  efficiency;    (2)  depreciation  or  wear  and  tear  for  plant 
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and  other  fixed  capital;  (3)  miniiDuin  interest  necessary 
to  support  the  '  saving '  involved  in  the  production  and 
maintenance  of  the  existing  fabric  of  capital;  (4)  a  *  wear 
and  tear '  provision  for  land. 

"  B.  The  productive  surplus  includes  (1)  Tninimum  wage 
of  progressive  efficiency  in  quantity  and  quality  of  labor 
and  ability  of  various  grades;  (2)  such  rise  of  interest 
above  the  subsistence  rate  as  is  required  to  evoke  and 
maintain  the  increase  of  saving  required  for  industrial 
progress. 

"  C.  The  unproductive  surplus  consists  of  (1)  the  econom- 
ic rent  of  land  and  other  natural  resources;  (2)  all  interest 
beyond  the  rate  involved  in  A  and  B;  (3)  all  profit,  salaries, 
or  other  payments  for  ability  or  labor  in  excess  of  what 
is  economically  necessary  to  evoke  the  sufficient  use  of  such 
factor  of  production."     (p.  80.) 

Improving  industrial  methods  tend  constantly  to  swell 
the  surplus.  Some  portion  gradually  contributes  to  in* 
dustrial  growth  by  raising  the  payment  to  labor  and  capital 
above  the  bare  subsistence  point.  But  much  does  not  so 
find  progressive  uses.  Segments  pass,  according  to  a  law 
of  superior  force,  to  landowners,  capitalists,  laborers,  en- 
trepreneurs, or  combinations  of  these,  in  ways  that  involve 
conffict  and  to  uses  that  are  essentially  unprogressive. 
The  great  problem  of  our  industrial  civilization  is  in  conse- 
quence that  of  devising  measures  ''  to  secure  that  the  whole 
of  the  industrial  surplus  shall  be  economically  applied 
to  the  purposes  of  industrial  and  social  progress,  instead 
of  passing  in  the  shape  of  unearned  income  to  the  owners 
of  the  factors  of  production,  whose  activities  are  depressed, 
not  stimulated,  by  such  payments." 

Such,  in  outline,  is  Hobson's  theory  of  distribution. 
There  are,  indeed,  some  minor  inconsistencies.  First, 
his  notion  that  margins  are  determined  rather  than  deter- 
mining in  their  influence.  If  this  be  true,  why  say:  "  Just 
as  every  unit  of  labor-power  receives  a  price  measured 
by  the  expense  of  evoking  the  most  expensive  part  of  the 
supply,  tho  some  output  of  labor-power  may  be  pleasurable 
to  the  worker,  so  all  the  saving  receives  the  price  which 
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must  be  paid  to  the  most  expensive  savers,  those  who 
would  not  save  at  all  unless  they  were  paid,  say,  three  per 
cent  ?  "  Later  he  qualifies  this  view  in  dealing  with  the 
price  of  competitive  products:  "  The  expense  of  producing 
not  the  '  last '  but  a  unit  of  the  product  by  a  normal  t3i)e 
of  efficient  business  may  be  said  to  be  the  direct  determinant 
of  the  normal  supply  price."  We  may  agree  with  the 
contention  that  margins  have  no  causative  force.  But 
are  costs  any  more  primary  in  their  influence  than  are 
margins  7  Consistency  requires  that  all  payments  made 
for  goods  or  for  services,  direct  or  indirect,  be  regarded  as 
primarily  demand-made,  —  as  reflections  of  the  collective 
scale  that  Wicksteed  so  clearly  pictures.  Value  and  price 
are  social  facts,  not  matters  determined  by  the  expense 
of  producing  any  unit  of  supply,  mean  or  marginal.  And 
both  mean  and  marginal  apparently  figure  with  Hobaon, 
despite  the  fact  that  neither  interpretation  need  form  a 
link  in  his  main  chain  of  thought.  Indeed,  in  another 
place  (p.  99)  he  gives  expression  to  the  truth  just  stated. 
And  his  method  of  measuring  payments  for  the  use  of 
productive  instrumentalities  (human  or  non-human),  in 
tenns  of  a  price  per  standard  unit  of  productive  power, 
leans  in  this  direction.  Again,  we  have  in  this  volume 
a  restatement  of  his  well-known  opinions  on  the  fallacy 
of  saving.  The  error  here  seems  to  arise  out  of  a  "  money 
stimulus  "  interpretation  of  the  varieties  of  demand.  Saving 
is  ''  a  refusal  to  apply  it  (money)  at  the  retail  stage  in  the 
'  demand  '  for  commodities.  The  '  saving '  persons  who 
reduce  the  '  demand '  for  commodities  apply  the  same 
quantity  of  '  demand '  at  various  interim  points  in  the 
industrial  process."  This  is  said  to  result  in  glut  or  under- 
consumption, with  consequent  industrial  crisis  and  un- 
employment. The  contrast  appears  to  be  an  unreal  one. 
Does  increased  investment  really  mean  less  spending  for 
commodities  ?  Is  it  not  due  to  a  forecast  of  increased 
spending  possibiUties  ?  And  are  these  not  realized  unless 
the  intermediate  spending  on  producer's  goods  is  badly 
apportioned  7  The  problem  at  bottom  is  one  involving 
a  nice  quantitative  relation,  not  between  money  and  the 


REVIEWS  375 

different  f onns  of  goods,  but  between  goods  of  the  varjring 
intermediate  and  final  forms.  Shall  we  have  more  ploughs 
and  threshing  machines  or  more  rubber-making  machinery, 
more  wheat  or  more  automobiles  ?  A  statement  more  in 
harmony  with  Hobson's  general  pragmatic  view  would 
be  this:  spend  on  consumables  all  that  is  needed  for  health, 
strength,  skill,  and  spiritual  outlook  —  the  qualities  that 
b^^et  efficiency;  beyond  this,  save  and  invest  as  much 
as  possible,  apportioning  such  surplus  wisely  among  pro- 
ductive uses.  Do  this  all  to  the  end  that  there  may  be 
more  and  more  goods  to  devote  to  efficiency  promotion. 

But  despite  inconsistencies,  there  is  a  vastly  significant 
truth  in  Hobson's  general  view.  The  idea  of  surplus  is 
not,  so  clearly  as  should  be,  that  of  mere  excess  of  goods 
over  subsistence  needs.  The  argument  errs  too,  doubtless, 
in  injecting  ethical  considerations  that  warp  the  view  of 
economic  tendencies.  To  call  "unearned"  any  income 
resulting  from  monopoly  power  —  viewed  by  him  as  a  per- 
fectly normal  phenomenon  —  is  to  beg  a  very  important  ques- 
tion that  at  least  does  not  lie  without  the  field  of  economics. 
Besides,  how  income  is  used  is  much  more  important  than 
how  it  is  earned.  But  in  any  case,  this  truth  remains: 
there  is  a  growing  surplus  of  goods  above  the  subsistence 
needs  of  the  moment.  The  surplus  increases  at  a  rate 
beyond  that  required  for  maintenance  and  healthful  growth 
of  social-productive  capital.  The  big  problem  is  that 
of  diverting  relatively  ill-used  surplus  to  the  work  of  bet- 
tering living  and  working  conditions.  The  cumulative 
results  of  such  a  policy  will  be  reflected  in  enlarging  comfort, 
increasing  efficiency,  and  ever-growing  surplus.  To  view 
the  situation  thus  throws  new  light  on  problems  of  taxation 
and  state  fimction,  of  labor  unionism,  of  private  benevo- 
lence, and  of  related  and  subsidiary  questions.  Hobson's 
book  must  be  accorded  large  credit  for  giving  new  impetus 
to  this  widening  view,  as  well  as  for  applying  the  increas- 
ingly popular  pragmatic  test  to  current  economic  theorizing. 

RoswBLL  C.  McCeea. 
New  Yom,  N.Y. 


MR.  MALLOCK  AS   STATISTICIAN  AND 
BRITISH  INCOME  STATISTICS 

Mb.  W.  H.  Mallock  is  known  to  economists  as  a  vig- 
orous and  assiduous  opponent  of  radical  schemes  of  social 
reorganization.  His  weapons,  for  the  most  part,  have 
been  rather  crudely  forged  theories  of  his  own  making,  — 
curious  inversions,  sometimes,  of  the  notions  of  orthodox 
socialism  itself.  In  his  latest  book  ^  theories  are  ostensibly 
replaced  by  statistics,  but  the  animus  is  unchanged.  The 
specific  attack  is  this  time  upon  the  Marxian  prophecy 
of  the  progressive  empoverishment  of  the  laboring  classes 
and  the  accompanying  extinction  of  the  middle  classes. 
Tho  now  disavowed  by  socialist  leaders,  this  doctrine  has 
penetrated  too  far  to  be  easily  dislodged.  Moreover, 
that  ''  the  rich  are  getting  richer  and  the  poor  are  getting 
poorer  "  is  a  fairly  prevalent  belief  older  than  the  Marxian 
dogma  and  likely  to  outlive  it. 

It  must  be  admitted  frankly  that  imder  the  canons  ap- 
plicable to  scientific  statistical  work  Mr.  Mallock's  book 
could  not  be  given  a  high  rating.  But  there  is  something 
to  be  said  for  books  of  this  kind.  Mr.  Mallock  is  dealing 
with  a  subject  of  public  controversy  in  which  unproved 
assertion  is  met  usually  by  assertion  equally  unproved. 
He  has  put  together  what  seem  to  him  the  facts  in  the  case, 
and  has  indicated  his  sources  and  explained  his  estimates. 
In  short,  those  who  dislike  Mr.  Mallock's  conclusions  must 
reckon  with  what  he  puts  forth  as  facts.  For  the  time 
being,  at  least,  his  figures  hold  the  field. 

Those  not  controversially  inclined  will  prefer  to  regard 
Mr.  Mallock  simply  as  the  latest  of  the  long  series  of 
writers,  —  Dudley  Baxter,  Leone  Levi,  Sir  Robert  Giffen, 

>  W.  H.  Mallock,  The  Nation  •■  a  Bualiieai  Firm.    London:  A.  A  C.  Blaok;  New 

York:  Maomlllan.     1910. 
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Viscount  Goschen,  Mr.  Chiozza  Moneyi  and  others,  — 
who  have  dealt  with  the  statistics  yielded  by  the  assess- 
ment of  the  British  income  tax.  But  Mr.  Mallock  tries 
to  reach  more  precise  and  detailed  conclusions  than  any 
of  these  others,  and  his  work  contains  a  correspondingly 
larger  element  of  estimate  and  conjecture.  It  is  political 
arithmetic  of  the  old  sort,  rather  than  statistics.  These 
precisely  formulated  details  give  Mr.  Mallock's  results 
an  air  of  verisimilitude,  but  it  is  safe  to  infer  that  only  his 
general  conclusions  are  really  worth  serious  consideration. 
The  income  tax  statistics  have  been  thoroly  canvassed 
in  recent  years  in  connection  with  the  revision  of  the  tax 
itself.  The  revisionists  desired  to  differentiate  between 
what  have  been  variously  called  "  precarious  "  and  "  per- 
manent," "  industrial  "  and  "  spontaneous,"  "  earned  " 
and  "  unearned "  incomes,  —  that  is,  between  incomes 
from  present  exertion  and  incomes  from  property.  Fur- 
thermore, they  desired  to  make  the  tax  more  progressive, 
either  by  extending  the  present  system  of  abatements 
on  smaU  incomes  or  by  adding  a  super-tax  on  large  incomes. 
But  in  order  to  maintain  the  income-yielding  power  of  the 
tax  it  was  necessary  to  know  something  about  the  importance 
of  the  various  classes  of  incomes  taxed.  This  was  one  of 
the  problems  canvassed  by  a  special  parliamentary  com- 
mittee in  1906.^  Among  the  witnesses  who  gave  evidence 
on  this  matter  were  Sir  Henry  Primrose,  Chairman  of  the 
Board  of  Inland  Revenue;  Mr.  Bernard  Mallet,  a  member 
of  the  Board;  Mr.  T.  A.  Coghlan,  formerly  Government 
Statistician  for  New  South  Wales;  Mr.  L.  G.  Chiozza  Money, 
and  Mr.  A.  L.  Bowley.  Mr.  Mallock  uses  some  of  the 
estimates  offered  to  this  committee  as  his  own  point  of 
departure.*  It  will  therefore  be  well  to  take  these  estimates 
into  account. 

>  Report  from  the  Select  Committee  on  Inoome  Tax.  House  <^  Common*  Re- 
porte.  No.  865  of  1906.    This  will  be  cited  as  "  Report." 

■  Most  of  theee  eeUmates  were  presented  as  modifications  of  the  results  reached 
by  Mr.  Chlossa  Money  (Riches  and  Poverty,  London,  1906).  who  seems  to  have  sug- 
gested some  new  methods  of  approaching  the  problem.  The  estimates  offered  by 
Mr.  Money  to  the  Committee  are  substantially  those  contained  in  his  book. 
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British  income  tax  statistics,  it  is  well  known,  are  full  of 
pitfalls  for  the  investigator.^  The  '^  gross  income  brought 
under  review  "  in  the  year  1904-05  (the  year  with  which 
Mr.  Mallock  deals)  was  about  £925,000,000.  But  the 
**  net  income  assessed  "  was  less  than  this  by  about  £200,- 
000,000,  which  was  deducted  on  account  of  incomes  under 
the  £160  line  taxed  erroneously  through  collection  at  the 
source,  for  over-assessments  adjusted  and  for  certain  non- 
personal  incomes,  including  those  of  municipalities,  as 
well  as  to  cover  the  legal  allowances  for  the  upkeep  of  houses 
and  estates,  for  the  depreciation  of  machinery,  and  for 
life  insurance  premiums.  It  is  obvious  that  some  of  these 
deductions  really  represent  part  of  the  total  net  personal 
money  incomes  over  £160.  Such  is  clearly  the  case  with 
the  amount  paid  in  life  insurance  premiums.  On  the  other 
hand,  it  was  suggested  by  Sir  Henry  Primrose  *  that  about 
£50,000,000  more  should  be  deducted  to  cover  income  paid 
to  foreigners,  imdistributed  income  from  the  investments 
of  mutual  insiurance  companies,  ''  income  "  from  freehold 
property  occupied  by  the  owner  assessed  imder  Schedule 
A,  and  certain  other  items.  This  seemingly  pertinent 
suggestion  is  accepted  by  Mr.  Bowley,  who,  like  Sir  Henry 
Primrose,  estimates  the  total  income  to  be  dealt  with 
as  about  £680,000,000.  Mr.  Money  not  only  does  not 
accept  all  of  these  deductions,  but  adds  about  £70,000,000 
on  account  of  income  evading  taxation,'  bringing  his  estimate 
of  the  total  up  to  £830,000.    Mr.  Mallock,  in  turn,  thinks 

>  Some  of  these  difficultlee  are  described  In  Mr.  Bowie's  Elementazy  t^^miw^^ 
of  Stattstfos,  London,  1910,  oh.  U,  and  by  Mr.  Bernard  Mallet  in  the  Appendix  to 
Volume  ill  of  Palcrave's  DicUonary  of  Political  Economy,  pp.  748-760.  The  diffi- 
cultlee are  largely  due  to  the  method  of  aaaeBemait.  But  the  utility  of  the  etatlstlos 
would  be  greatly  Increased  If  other  than  administrative  oonsideratlons  were  allowed 
to  influence  the  form  in  which  they  are  tabulated. 

*  Report,  p.  8. 

•  The  estimates  of  Sir  Henry  Primrose  and  Mr.  Bowley  wwe  made  with'tpedfie 
reference  to  the  fiscal  problem,  and  properly  include  only  such  income  as  can  be  taxed. 
The  amount  of  evasion  is  of  course  absolutely  unknown.  Mr.  Bernard  Mallet  testi- 
fied (Report,  p.  33),  "I  have  never  seen  any  rdiable  official  estimate  of  what  It  comes 
to."  Incomes  from  foreign  investments  are  known  to  constitute  the  most  Important 
factor.  Cf.  W.  H.  Price.  The  British  Income  Tax  in  Recent  Yean.  Quarterly  Journal 
of  Economics,  vol.  xx.  pp.  294,  296-299. 
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that  Mr.  Money  has  overestimated  the  amount  of  income 
evading  the  tax,  and  furthermore  alleges  that  the  profits 
of  farming  are  underestimated  in  the  assessment,  and  that 
the  income  from  estates,  buildings,  and  machinery  is  under- 
stated by  reason  of  an  inadequate  allowance  for  depreciation 
and  repairs.    His  own  estimate  is  £750,000,000. 

But  for  statistical  purposes  it  is  also  necessary  to  know 
the  number  of  persons  taxed  and  the  distribution  of  their 
incomes,  and  it  is  here  that  the  information  is  most  defective, 
for  a  very  small  proportion  of  the  total  assessments  falls 
directly  on  personal  incomes.  The  only  direct  clue  to  the 
problem  is  furnished  by  the  number  of  tax  abatements 
on  small  incomes  (from  £160  to  £700).  The  gradation  of 
the  abatement  divides  these  small  incomes  into  four  groups, 
and  the  information  thus  gained  would  be  directly  to  the 
point,  were  it  not  for  two  difficulties.  In  the  first  place, 
it  cannot  be  supposed  that  all  the  persons  entitled  to  abate- 
ments claim  them.  A  marked  increase  in  the  number  of 
abatements  has  followed  the  increase  of  the  tax  rate  in 
recent  years,^  but  despite  this  fact  and  despite  the  accom- 
panying growth  of  a  class  of  professional  abatement  agents, 
there  must  be  many  persons  who,  on  account  of  ignorance, 
inertia,  or  pride,  fail  to  claim  the  abatements  due  them. 
Both  the  probabilities  of  the  case  and  the  internal  evidence 
of  the  statistics  indicate  that  these  unclaimed  abatements 
are  most  numerous  in  the  higher  income  groups  affected, 
where  the  amount  to  be  gained  through  abatement  is  small.' 
In  the  second  place,  some  persons  get  abatements  on  that 
part  of  their  income  which  is  assessed  directly,  but  neglect 
to  claim  them  on  whatever  additional  income  of  theirs  is 
taxed  at  the  source.  The  published  statistics  are  compiled 
on  the  assumption  that  the  total  amount  of  abatement 
granted  is  divided  between  a  number  of  tax-payers  who 
get  all  the  abatements  to  which  they  are  individually  en- 
titled.' For  this  reason  the  statistics  understate  the  number 
of  persons  actually  receiving  abatements,  and  this  may 

1  W.  H.  Pzloe,  loo.  dt.,  p.  290. 

t  For  the  statistical  evideiloe  see  the  teetlmony  <tf  Mr.  Mallet,  Report,  p.  21. 

*  Evldenoe  of  Sir  Heniy  Primrose,  Report,  p.  4. 
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also  be  supposed  to  be  more  significant  for  the  higher  income 
groups  affected,  where  "  additional  income  "  from  property 
must  be  most  frequent. 

There  were  about  700,000  abatements  reported  for  the 
year  considered.  To  these  Mr.  Money  adds  50,000  on 
account  of  the  first  consideration  mentioned,  while  Sir 
Henry  Primrose  adds  80,000  on  account  of  the  first  con- 
sideration and  20,000  on  account  of  the  second,  reaching 
a  total  of  800,000  persons  with  incomes  between  £160  and 
£700.  Mr.  Bowley,  depending  partly  on  another  method, 
places  the  number  at  about  830,000.  But  Mr.  Mallock 
is  not  satisfied  with  this.  There  are,  he  thinks,  at  least 
930,000  incomes  between  £160  and  £700  assessed  under 
Schedules  D  and  E  (professional  and  business  incomes 
and  salaries  of  government  and  company  officials)  alone.^ 
The  total  number  in  this  income  group  he  places  at  not 
less  than  1,200,000.  Even  allowing  for  the  indefiniteness 
of  the  data,  this  is  a  notable  departure  from  the  other  esti- 
mates. If  Mr.  Mallock  is  right,  unclaimed  abatements 
are  much  more  numerous  than  had  generally  been  supposed. 

The  number  of  abatements  throws  no  light  on  the  distri- 
bution of  incomes  above  £700,  altho,  by  subtraction,  it 
may  help  to  determine  their  total  amount.  But  there 
are  two  other  classes  of  statistics  which  have  been  pressed 
into  service  at  this  point,  —  obtained  repectively  from 
the  operation  of  the  inhabited  house  duty  and  of  the  estate 
duty.  The  number  and  annual  values  of  houses  are  known 
for  Great  Britain,  tho  not  for  Ireland.  Mr.  Money  simply 
assumes,  on  the  basis  of  common  observation,  that  houses 
in  London  worth  more  than  £60  and  houses  elsewhere  worth 
more  than  £50  a  year  will  in  general  be  occupied  by  persons 
whose  income  is  at  least  £700.  This  leads  to  the  inference 
that  there  are  about  275,000  of  these  larger  incomes.'    Of 

>  Thia  eatlinAte  Indudes  Inoomes  from  Individual  buatness  ventures,  from  firms 
(allowing  two  and  a  half  persons  to  a  firm),  and  from  very  small  (presunutbly  "  one 
man  ")  companies. 

>  The  number  of  housss  In  Ireland  worth  over  £50  annually  is  assumed  to  bear 
the  same  ratio  to  the  total  amount  of  Income  taxed  as  the  oorrespondins  number 
does  in  Great  Britain.  The  number  thus  Inferred  is  so  small  (9000)  that  a  consider- 
able element  of  error  in  the  estimate  would  not  appreciably  affect  the  genoral  lemilts. 
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course  many  of  the  wealthier  families  have  both  a  town 
house  and  a  country  house,  and,  in  some  cases,  more  than 
one  of  the  latter.  On  the  other  hand,  flats  and  tenement 
buildings  are  (except  in  Scotland)  counted  as  single  houses. 
To  some  extent  these  factors  counterbalance  each  other, 
and,  in  the  absence  of  precise  information,  Mr.  Money 
ignores  them.  Sir  Henry  Primrose  thinks  that  on  account 
of  the  number  of  wealthy  people  living  in  private  hotels 
and  lodging  houses  and  in  houses  renting  for  less  than  the 
limit  suggested  by  Mr.  Money,  his  estimate  is  somewhat 
too  small.  Mr.  Bowley  does  not  use  the  house  duty  returns 
as  an  essential  part  of  his  method.  But  they  are  the  basis 
of  what  is  distinctly  the  most  important  of  Mr.  Mallock's 
arguments  in  support  of  his  principal  thesis  that  the  number 
of  persons  enjoying  moderate  incomes  is  much  larger  and 
is  increasing  much  faster  than  has  generally  been  supposed. 
In  outline  his  argument  is  as  follows:  ^ 

There  were  about  43,000,000  persons  and  about  8,600,000 
houses  and  residential  shops  in  the  United  Kingdom  in 
1905,  or  about  five  persons  to  a  house.  If  we  assign  the 
160,000  houses  worth  over  £60  a  year  to  families  with  incomes 
of  over  £700,  the  remainder  must  be  distributed  among 
other  classes  of  the  population.  A  rental  value  of  £20  is 
taken  as  a  fair  dividing  line  between  the  houses  occupied 
by  families  who  receive  more  and  families  who  receive 
less  than  £160  a  year.  There  were  1,240,000  houses  worth 
between  £20  and  £60  a  year,  —  a  niunber  which  is  dispro- 
portionately large  as  compared  with  Mr.  Money's  estimate 
of  750,000  incomes  in  this  class,  or  Mr.  Bowley's  estimate 
of  830,000,  and  which  seems  to  indicate  that  Mr.  Mallock's 
own  estimate  of  1,200,000  is  not  excessive. 

No  conceivable  amount  of  error  in  the  apportionment  of 
houses  to  those  receiving  incomes  of  over  £700  wiU  seriously 
affect  this  apparent  discrepancy.  The  crucial  point  is 
the  validity  of  the  selection  of  £20  as  the  lower  limit  of 

>  Mr.  MmUook's  argument  is  worked  out  In  elaborate  and  tedious  detail  and  In- 
TOlvea  estimates  (necessarily  guesses)  of  the  number  of  houses  oeoupled  by  eaeh  of 
thirteen  different  Income  classes. 
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annual  value.  It  is  easily  possible  that  there  are  more 
houses  worth  £20  a  year  or  over,  occupied  by  families  whose 
aggregate  income  is  less  than  £160,  than  there  are  houses 
of  smaller  value  occupied  by  families  with  larger  income. 
Moreover,  the  existence  of  flats,  tenements,  and  double 
houses  worth  more  than  £20  a  year  must  be  taken  into 
account.  If  more  of  these  are  occupied  by  families  with 
less  than  £160  income  than  by  families  with  larger  incomes 
Mr.  Mallock's  conclusion  might  be  seriously  affected. 

Mr.  Mallock  endeavors  to  bolster  up  this  weak  spot 
in  his  argument  by  showing  that  the  7,100,000  houses 
renting  for  less  than  £20  are  no  more  than  sufiBicient  for  the 
families  having  incomes  less  than  £160.  But  neither  the 
number  of  families  nor  the  number  of  incomes  in  this  group 
is  known,  and  they  can  only  be  estimated  on  the  basis 
of  the  number  of  individuals  (possibly  some  37,000,000) 
left  after  the  estimated  number  of  persons  in  families  reached 
by  the  income  tax  is  subtracted  from  the  total  population. 
The  numbers  here  are  so  large  that  Mr.  Mallock's  estimate 
is  futile.  A  very  slight  difference  in  the  assumed  average 
size  of  family  will  throw  the  figures  one  way  or  the  other. 
Then  there  are  a  host  of  minor  difficulties,  such  as  that 
occasioned  by  the  transfer  of  servants  from  this  class  to 
the  homes  of  the  richer  classes.  Mr.  Mallock  himself  suggests 
that  the  combined  incomes  in  some  artisan  families  in  which 
there  are  several  wage  earners  will  put  such  families  into 
the  higher  income  classes,  and  sometimes  into  the  better 
houses.  But  I  imagine  that  the  consensus  of  opinion  would 
be  that  Mr.  Mallock's  use  of  the  £20  dividing  line  is  not 
altogether  unreasonable,  and  that  he  has  suggested  a  statis- 
tical problem  that  deserves  serious  consideration. 

It  is  unfortunate  that  Mr.  Mallock  has  not  used  his 
ingenuity  on  the  estate  duty  statistics.  A  remarkably 
constant  amount  of  the  total  real  and  personal  property 
of  the  United  Kingdom  that  is  in  holdings  of  over  £100  in 
value  passes  under  review  year  after  year.  It  is  difficult, 
however,  to  determine  what  proportion  the  estates  of 
decedents  make  of  the  total  amount  of  property  holdings. 
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The  methods  generally  used  ^  fail  to  account  for  the  amount 
of  known  income  from  property,  unless  a  very  high  rate 
of  interest  is  assumed.  Mr.  Bowley,  however,  makes  a 
novel  and  fairly  successful  use  of  these  returns.  He  dis- 
entangles various  kinds  of  income  from  property  from  the 
income  tax  returns,  and  compares  his  results  with  the 
corresponding  estate  duty  returns.  By  assuming  an  average 
succession  period  of  32  years  he  gets  an  average  interest 
rate  of  5.6  per  cent.  This  interest  rate  is  then  applied 
to  the  total  number  of  estates,  grouped  according  to  size, 
and  the  result  is  an  estimate  of  the  amount  and  distribution 
of  the  total  income  from  property.  To  this  is  added  what 
taxed  income  is  known  to  go  to  individual  entrepreneurs, 
to  firms,  and  to  employees  of  all  kinds.^  A  number  of  other 
adjustments  and  corrections  are  made,  and  the  results 
are  smoothed  by  the  use  of  Pareto's  income  equation.'  He 
takes  pains,  however,  to  adjust  his  final  results  to  some 
of  the  estimates  made  by  Sir  Henry  Primrose.  The  equation 
is  found  to  fit  the  facts  fairly  well,  except  for  the  very  high 
and  the  very  low  incomes. 

But  it  is  interesting  to  note  that  Mr.  Bowley  did  find  it 
difficult  to  fit  the  relatively  large  number  of  high  incomes 
indicated  by  the  estate  duty  returns  to  the  relatively  small 
number  of  incomes  under  £700  indicated  by  the  income 
tax  abatements,  even  as  modified  in  accordance  with  Sir 

*  Various  "  multlplien  '*  have  been  sugfested,  most  of  them  obtained  by  variant 
methods  of  measuring  the  average  life  time  of  a  generation,  and  nmnlng  from  80  to 
45.  But  Mr.  Bernard  Mallet  has  recently  shown,  in  an  admirable  piece  of  analysis 
(Journal  of  the  Royal  Statistical  Society,  vol.  izzi,  pp.65-84),  that  the  fact  that  in 
general  men  get  richer  as  they  grow  older  must  be  taken  into  account,  and  that  the 
multiplier  that  best  fits  the  facts  of  recent  years  Is  24.  This  accentuates  the  difficulty 
mentioned  in  the  text. 

*  A  firm  is  counted  as  two  and  a  half  persons.  It  is  assumed  "  by  tradition  "  that 
about  one-fifth  of  the  Income  going  to  individual  entrepreneurs  and  to  firms  is  interest 
on  capital. 

*  Log  n  -i  il  —  a  log  X,  where  n  is  the  number  of  persons  whose  income  is  more 
than  X,  The  coefficient  a  measures  the  slope  of  the  straight  line  which  Is  the  graph 
of  the  equation,  and  may  be  taken  as  an  index  of  the  evenness  of  the  distribution 
of  ineome.  The  value  of  a  which  Mr.  Bowley  thinks  best  fits  the  British  statistics 
is  1.2,  which  may  be  compared  with  1.4  for  Prussia  and  1.5  for  Saxony  in  somewhat 
earlier  years. 
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Henry  Primrose's  suggestions.^  The  inference  is,  I  think, 
that  the  number  of  unclaimed  abatements  must  be  some- 
what larger  than  had  been  supposed.^    In  the  accompanying 

estncates  of  thb  distribution  of  incomes  in  thb 
Unftbd  Kingdom  in  1904-1905 

Number  of  Inoomes.  £160-£700     £700-£6,000    £ft,000Midow. 

Mr.  L.  G.  Chiozzs  Money   .  750,000  235,000  14,250 

Sir  Henry  Primrose  ....  800,000  268,000  12,500 

Mr.  A.  L.  Bowley 830,000  155,000  14,600 

Mr.  W.  H.  MaUock  ....  1,190,000  159,000  12,000 

Amoimt  of  Incomes 

Mr.  L.  G.  Chiozza  Money 
Sir  Henry  Primrose  .  .  . 
Mr.  A.  L.  Bowley  .... 
Mr.  T.  A.  Coghlan  .  .  . 
Mr.  W.  H.  Mallock  .   .    . 

table  I  have  compared  some  of  the  estimates  made  for 
the  Select  Committee  of  1906  on  the  Income  Tax  with 
Mr.  Mallock's  figures.'  The  divergence  of  his  estimates 
from  the  general  average  will  be  noted.  But  all  of  these 
estimates  are  within  the  bounds  of  possibility,  and  to  no 
one  of  them  can  be  imputed  any  pre-eminent  authority. 

Mr.  Mallock  attempts  to  differentiate  between  "  earned  " 
and  ''  unearned  "  income,  and  here  is  on  familiar  ground. 
He  argues  forcefully  that  the  higher  the  rate  of  return  on 

>  That  the  difltributlon  of  abatements,  taken  by  itadf,  aeems  to  point  to  a 
very  small  number  of  large  incomes  had  previously  been  noted  by  Mr.  Edwin  Cannan 
In  a  review  of  Mr.  Chlosia  Money's  Riches  and  Poverty  (Economic  Journal,  voLzvl, 
p.  87). 

*  Mr.  Mallock  does  not  seem  to  have  noticed  this  possible  confirmation  of  his  own 
views.  Another  bit  of  evidence  which  may  be  favorable  to  Mr.  Mallock's  thesis  haa 
come  to  light.  A  statute  of  1007  permits  persons  with  incomes  less  than  £2000  to 
claim  abatements  on  so  much  of  this  as  is  "  earned."  The  official  statistics  embody- 
ing the  effects  of  this  change  have  not  yet  come  to  hand,  but  we  have  Mr.  BowUsy's 
statement  (Elementary  Manual  of  Statistics,  p.  181)  that  the  number  of  abatemeota 
daimed  is  somewhat  greater  and  the  income  affected  somewhat  less  than  would  hare 
been  Inferred  from  his  estimate  made  for  the  Select  Committee  on  Income  Tax. 

*  The  estimates  were  more  detailed  than  is  indicated,  —  that  Is,  Incomes  were 
classified  in  a  larger  number  of  groups.  The  estimates  of  Mr.  Bowley  and  of  Sir 
Henry  Primrose  relate  only  to  taxable  income. 
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capital,  the  larger  is  the  proportion  that  must  be  considered 
earned.  If  the  technical  meaning  of  ''  earned  "  and  "  un- 
earned "  is  kept  in  mind,  this  proposition  cannot  be  lightly 
dismissed  as  unsound.  Mr.  Mallock  might  have  cited 
J.  S.  Mill  in  this  connection,  had  he  so  desired.^  He  further 
submits  that  it  is  unfair  to  count  income  from  foreign 
investments  as  part  of  the  unearned  income,  unless  the 
earnings  of  the  labor  thus  employed  in  other  countries 
is  added  to  the  other  side  of  the  British  income  statement. 
Even  here  I  think  there  is  something  to  be  said  for  Mr. 
Mallock's  view,  at  least  as  a  warning  against  applying 
a  distinction  made  for  national  fiscal  purposes  directly  to  the 
analysis  of  general  social  problems. 

So  far  as  the  unassessed  incomes  under  £160  are  concerned, 
Mr.  Mallock  simply  brings  Sir  Robert  Giffen's  estimates 
for  1886'  up  to  date  on  the  assumption  that  population 
and  income  have  increased  proportionately  throughout 
the  whole  range.  He  neglects  the  mass  of  material  that 
has  been  accumulated  in  recent  years.'  For  earlier  dates 
within  the  nineteenth  century  the  income  of  the  wage- 
earning  classes  is  estimated  on  the  basis  of  the  investigations 
of  Sir  Robert  Giffen  and  Professor  Leone  Levi,*  except 
for  the  year  1800,  for  which  Mr.  Mallock  ventures  to  con- 
struct an  estimate  of  his  own  on  very  inadequate  foundations. 
Moreover,  the  relatively  greater  importance  of  agriculture 

>  PrInetplM  of  PoUUcal  Eoonomy,  Book  V,  oh.  U  (ed.  Aahloy.  p.  816). 

*  Genenl  Report  on  the  Waces  of  the  Manual  Labor  daasee,  Parllamentazy 
Papers,  1893,  Vol.  IzzzlU.  part  2.     (e.  6889.) 

>  Mr.  MaOoek'a  estimate  that  £1,000,000,000  of  unassessed  income,  or  a  Uttle 
over,  Is  annually  divided  among  about  7,600,000  families  agrees  fairly  well  with  other 
recent  estimates.  Just  how  this  income  Is  divided  between  wage-earners  and  the 
recipients  of  othsr  small  incomes  (derks,  small  shopkeepers,  petty  officials,  etc.)  is 
a  question  of  importance.  It  is  difficult  to  get  at  Mr.  Mallock's  conclusions  on  this 
point,  largely  on  account  of  his  annoying  practice  of  giving  estimates  of  the  number 
of  persons  having  a  certain  **  average  Income,"  rather  than  the  number  included 
within  a  certain  definite  range  of  incomes.  But  he  seems  to  have  overstated  the 
amount  going  to  manual  laborers  and  to  have  understated  the  amount  of  income 
going  to  the  other  class.  The  amount  and  distribution  of  income  (other  than  wages) 
below  the  Income  tax  exemption  limit  has  recently  been  made  the  subject  of  careful 
study  by  a  committee  of  the  British  Association.  Their  conclusions  are  given  in  the 
Journal  of  the  Royal  Statistical  Society,  vol.  Izziv,  pp.  87  and  B.    (December,  1910.) 

*  Wages  and  Earnings  of  the  Working  dasaes,  London,  1867. 
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in  the  first  part  of  the  nineteenth  century  and  the  conse- 
quently smaller  importance  of  money  incomes  is  not  taken 
into  account. 

Unfortunately,  Mr.  Mallock  has  buried  the  essential 
part  of  his  argument  in  a  perfect  jungle  of  estimates  and 
guesses,  often  irrelevant,  and  generally  unnecessary.  This 
is,  I  think,  partly  attributable  to  a  desire  to  strengthen 
his  conclusions  by  resting  them  on  results  got  by  a  number 
of  parallel  methods.  His  findings  from  the  income  tax 
statistics  are  fortified,  for  example,  by  the  use  of  the  house 
duty  returns,  as  already  noted,  and  also  by  an  examination 
of  the  distribution  of  carriages  and  of  male  servants.  Mr. 
Mallock  attaches  much  importance  to  the  fact  that  he 
reaches  the  same  result  by  a  number  of  different  methods. 
But  his  results  are  so  neatly  rounded  and  the  estimates 
by  which  he  reaches  them  are  so  precise  and  so  painfully 
detailed,  that  one  is  led  to  infer  that  the  one  goal  has  been 
kept  in  sight  through  all  the  devious  marches.  It  is  signif- 
icant that  Mr.  Bowley,  a  practised  statistician,  frankly 
admits  discrepancies  in  the  data.  But  Mr.  Mallock  hammers 
his  reluctant  figures  into  some  kind  of  conformity. 

Allyn  a.  Young. 

HaBVABD  XlNIVEBSnT. 
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FARMERS'    MUTUAL    FIRE    INSURANCE    IN 

MINNESOTA 

Fob  several  years  prior  to  1876  a  demand  on  the  part 
of  the  farmers  of  the  state  of  Minnesota  for  a  law  authoriz- 
ing and  outlining  a  plan  for  rural  mutual  insurance  against 
loss  by  fire  or  lightning  was  making  itself  felt  in  the  legisla- 
ture. Several  small  companies  of  this  nature  were  already 
in  existence,  the  two  earliest  ones  of  which  the  writer  has 
any  knowledge  being  organized  in  1867.  These  companies 
were  desirous  of  legal  recognition,  and  the  farmers  in  various 
other  conununities  were  ready  to  organize  as  soon  as  an 
opportunity  to  incorporate  on  a  legal  basis  had  been  provided. 

To  get  such  a  law  on  the  statute  books,  however,  proved 
no  easy  matter.  That  the  old  line  companies  were  not 
idle  at  such  a  time  can  readily  be  imagined.  But  the 
most  outspoken  enemy  of  the  proposed  plan  was  the  In- 
surance Commissioner  of  the  state.  In  the  annual  report  ^ 
of  this  officer  for  1874  we  are  informed  that  in  the  legislative 
session  of  the  previous  year  a  bill  was  introduced  providing 
for  an  "  indiscriminate  organization  of  Township  Mutual 
Companies."  The  bill  passed  both  houses  of  the  legisla- 
ture, but  the  signature  of  the  governor,  in  the  words  of 
the  Conunissioner,  "  was  prudently  witheld."  He  further 
relates  how  in  the  legislature  of  the  year  of  the  report  two 
further  attempts  were  made  to  pass  such  a  law,  the  biU 
in  both  cases  being  defeated  in  the  Senate  after  passage 
by  the  House.  Despite  his  warnings  and  arguments, 
in  the  following  year,    1875,    the  legislature   passed   the 

*  Mlonesota  Insurance  Report,  Fire,  1874,  p.  53,  etc. 

887 
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act  authorizing  the  formation  of  Township  Mutual  In- 
surance Companies. 

The  experiment  has  been  highly  successful.  The  report 
for  the  year  1885  shows  that>  during  the  first  ten  years 
that  the  law  was  in  operation,  forty-three  Township  Mu- 
tuals  had  attained  a  working  basis  and  were  at  the  time 
of  the  report  carrying  an  aggregate  risk  of  over  $8,000,000. 
According  to  the  report  for  1910,  there  are  149  such  com- 
panies in  the  state,  with  a  total  membership  of  135,382, 
and  with  a  total  insurance  on  their  books  of  $254,018,393. 
By  the  strictly  mutual  plan  of  insiu*ance  at  cost  the  farmers 
of  Minnesota  are  saving  themselves  in  insurance  premiums 
about  three  quarters  of  a  million  dollars  annually. 

The  law  of  1875  has  been  amended  from  time  to  time, 
practically  all  the  changes  being  in  the  nature  of  am- 
plifications of  the  original  provisions.  The  most  thoro 
revision  was  undertaken  by  the  Legislature  of  1909,  at  the 
recommendation  of  the  present  Insurance  Conmiissioner. 
The  present  law^  provides  that  the  number  of  incorporators 
shall  be,  as  by  the  original  act,  twenty-five  or  more.  But 
the  amount  of  property  which  these  incorporators  must 
possess  and  offer  to  insure  is  raised  to  $50,000  as  a  minimum, 
instead  of  $25,000.  The  contingencies  insured  against 
remain  the  same,  namely,  fire  or  lightning.  The  incorpora- 
tors must  reside  in  adjacent  towns,  and  it  is  further  pro- 
vided that  no  company  shall  operate  in  more  than  fifty 
towns  at  the  same  time.  The  certificate  of  incorporation, 
which  by  the  statute  is  carefully  outlined  as  to  content, 
and  a  copy  of  the  by-laws  of  the  company  are  required 
to  be  filed  with  the  Conunissioner  of  Insurance,  after  ap- 
proval and  endorsement  by  him. 

The  number  of  directors  is  left  as  before,  not  less  than 
five  nor  more  than  nine;  but  instead  of  being  limited  to 
a  one-year  term  they  may  be  elected  for  three  years  or  less 
as  the  by-laws  of  the  company  shall  provide.  The  direc- 
tors are  required  to  choose  from  among  their  number  one 
president,  one  vice  president,  and  one  secretary.    They 

>  General  Laws  of  Mlnnewta,  1009,  Chap.  411. 
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are  also  required  to  elect  a  treasurer  who  must  be  a  member 
of  the  company,  but  need  not  be  a  member  of  the  board 
unless  the  directors  so  desire.  The  treasiu'er  is  required 
to  give  bonds  in  such  siun  as  the  directors  shall  determine. 
A  person  owning  property  within  a  town  in  which  a  town- 
ship mutual  is  authorized  to  operate  may  become  a  member 
of  the  company  and  insiu*e  his  property  so  located,  even 
tho  his  place  of  residence  is  not  within  such  limits.  A 
member  may  at  any  time  withdraw  from  the  company 
by  proper  notice  to  the  secretary,  and  the  payment  of  his 
share  of  all  existing  claims. 

The  kinds  of  property  that  may  be  insured  have  been 
enlarged  by  amendment  on  several  occasions.  The  present 
law  provides  that  the  following  kinds  of  property  may 
be  insured:  "dwellings  and  their  contents,  farm  buildings 
and  their  contents,  live  stock,  farm  machinery,  hay,  grain 
in  the  bin  or  stack,  churches,  school  houses,  society  or 
town  halls,  country  blacksmith  shops  and  their  contents, 
and  the  bams  and  contents  used  in  connection  therewith, 
butter  makers'  dwelling  houses  and  contents,  and  bams 
and  contents  used  in  connection  therewith."  The  com- 
panies are,  as  before,  prohibited  from  insuring  any  property 
within  the  limits  of  any  city  or  village, ''  except  that  located 
upon  lands  actually  used  for  farming  or  gardening  purposes." 
The  term  for  which  policies  may  be  issued  is,  as  in  the 
original  law,  limited  to  five  years.  A  company  may  take 
joint  or  partial  risks  with  other  companies,  but  no  company 
may  insure  property  already  insured  by  another,  except 
with  the  consent  of  the  former  insurer,  nor  may  the  total 
joint  insiu*ance  exceed  in  value  the  sum  for  which  such 
property  is  insurable  by  such  former  company.  In  cases 
of  joint  insurance,  companies  are  not  limited  to  the  terri- 
tory in  which  they  are  regularly  authorized  to  do  business. 
Classification  of  property  is  permitted,  as  to  degree  of  risk. 

Before  issuing  a  policy  the  company  is  required  to  collect 
**  r^ular  cash  premium  and  policy  fee  and  take  the  written 
agreement  of  the  insured  ...  to  pay  pro  rata  share  of  all 
losses  sustained  by  the  company."     The  amount  of  such 
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cash  premium  is  left  to  be  determined  by  each  organization 
for  itself.  To  make  doubly  sure  that  assessments  are 
collectible  the  act  specifically  states  that  suits  at  law  may 
be  brought  against  any  member  refusing  or  neglecting  to 
pay  such  assessment.  It  is  further  provided  that  in  case 
the  directors  wilfully  neglect  or  refuse  to  perform  the  duties 
of  their  office  in  connection  with  a  loss,  they  become,  as 
under  the  original  law,  liable  in  their  individual  capacity 
to  the  person  having  the  claim  against  the  company. 

AU  losses  are  required  to  be  properly  reported  to  the 
secretary,  and  if  the  claim  involved  exceeds  1300,  the  di- 
rectors are  required  to  appoint  a  committee  of  three  members 
of  whom  the  secretary  shall  be  one.  This  committee  has 
the  power  of  examining  witnesses  and  the  secretary  is  au- 
thorized to  administer  oaths,  in  determining  the  amount 
of  the  loss.  The  by-laws,  however,  may  provide  that 
the  secretary  shall  himself  determine  losses,  and  even  with- 
out such  provision,  he  and  the  president,  or  either  of  them, 
may  pass  upon  all  claims  of  $300  or  less.  In  case  of  failure 
to  reach  a  satisfactory  settlement  under  any  of  these  pro- 
visions, the  law  requires  that  the  matter  shall  be  referred 
to  an  arbitration  board,  consisting  of  three  disinterested 
men,  one  of  whom  is  to  be  chosen  by  the  company,  one  by 
the  insured,  and  a  third  by  the  two  so  chosen.  The  award 
of  a  majority  of  these  three  is  declared  to  be  final  unless 
an  appeal  be  made  to  the  courts.  Such  action  by  an  arbi- 
tration board,  however,  is  required,  unless  waived  by  mutual 
agreement,  before  action  in  court  is  permitted.  The  ref- 
erees or  arbitrators  are  allowed  $2.00  per  day  and  a  5c. 
mileage.  These  charges,  together  with  witness  fees,  if 
any,  must  be  paid  by  the  company  if  the  award  is  higher 
than  the  sum  offered  by  the  officers  or  the  original  com- 
mittee of  the  organization;  if  the  award  is  not  so  increased, 
these  expenses  are  borne  by  the  claimant. 

A  company  instead  of  waiting  for  a  loss  to  occur  may 
collect  and  maintain  in  its  treasury  a  sum  not  to  exceed 
two  mills  on  each  dollar  insurance  in  force,  or  it  may,  after 
a  loss  has  occurred,  borrow  a  sum  not  to  exceed  the  per- 
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centage  above  mentioned,  and  thus  postpone  an  assessment. 
Funds  in  the  treasury  of  the  company  may,  with  the  au- 
thority of  the  directors,  be  loaned  by  the  treasurer  on  first 
real  estate  securities,  or  upon  similar  authorization  they 
may  be  deposited  by  him  in  banks  approved  by  the  directors. 

The  average  amount  of  risk  on  the  books  of  each  of  the 
149  companies  is  a  little  over  $1,700,000.  There  are  59 
companies  having  a  total  insurance  in  force  of  less  than 
$1,000,000.  Many  of  these,  of  course,  are  but  recently 
organized  and  have  not  had  time  to  attain  normal  propor- 
tions. Forty-nine  companies  have  each  between  one  and 
two  million  dollars  insurance  in  force;  seventeen  have 
between  two  and  three  million;  twelve  have  between  three 
and  four  million;  eight  have  between  four  and  five  million, 
and  four  companies  have  each  over  five  million. 

No  company,  it  will  be  recalled,  is  permitted  to  operate 
in  more  than  50  townships  at  the  same  time.  Only  one 
company  has  reached  the  legal  limit  in  this  respect.  Three 
other  companies  operate  in  more  than  forty  townships. 
Twelve  companies  operate  in  thirty  or  more  but  less  than 
forty  townships;  thirty-six  companies  in  twenty  or  more 
but  less  than  thirty;  sixty-five  in  ten  or  more  but  less  than 
twenty;  and  thirty-two  in  less  than  ten  townships.  Thus 
it  is  seen  that  ninety-seven,  or  almost  two-thirds  of  the 
companies,  limit  their  respective  fields  of  operation  to  less 
than  twenty  townships,  while  only  sixteen,  or  one-tenth 
of  the  companies,  operate  in  thirty  or  more  townships 
each.  It  would  appear  from  these  figures,  as  well  as  from 
other  computations  that  may  be  made,  that  the  favorite 
area  for  a  company  to  take  in  as  business  territory  is  fifteen 
to  twenty  townships.  The  largest  company  operates  in 
but  twenty-one  townships.  Two  of  the  other  companies 
having  a  business  in  excess  of  $5,000,000  operate  in  twenty 
townships  each,  while  the  foiuth  company  in  the  same  class 
operates  in  thirty-six  such  units  of  area.  No  company 
operates  in  less  than  two  townships,  and  but  one  company 
is  confined  to  two.  There  are  but  five  companies,  all  told, 
restricted  to  less  than  five  townships  each.    Fifty-six  of 
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the  companies  have  their  territories  all  in  the  same  county, 
and,  strangely  enough,  three  of  these  are  in  the  "  five  mil- 
lion "  group.  Thirty-four  companies  have  their  territory 
in  two  counties;  thirty-five  in  three  counties;  eighteen 
in  four  counties,  and  six  in  five  counties.  Whether  or 
not  the  townships  in  which  a  company  by  its  charter  is 
allowed  to  do  business  are  within  the  limits  of  one  or  more 
counties  will  depend,  of  course,  very  largely  upon  the  domicile 
of  the  company  with  reference  to  county  lines. 

It  cannot  be  doubted  that  difference  of  nationality  and 
even  church  affiliations  have  played  a  considerable  part 
in  forming  the  boundaries  of  many  of  the  companies.  Hap- 
pily, this  tendency  seems  to  be  rapidly  waning  as  Minnesota 
citizens  from  different  parts  of  the  country,  and  more  es- 
pecially from  different  foreign  countries,  learn  to  understand 
one  another  through  the  use  of  a  common  language  and 
the  discovery  of  conmion  interests.  No  more  striking 
example  of  this  process  could  well  be  given  than  the  history 
of  one  of  these  insurance  companies  formed  by  a  colony 
of  foreign-bom  citizens  before  the  law  of  1875  gave  legal 
sanction  to  such  an  organization.  As  first  organized, 
membership  was  restricted  both  by  nationality  and  church. 
Within  a  year  both  qualifications  were  partially  removed, 
tho  the  changed  name  was  still  written  in  the  foreign  lan- 
guage of  the  founders.  Four  years  later  the  organization 
became  a  "  Farmers'  Mutual  Insurance  Club  "  and  today, 
under  the  name  of  the  township  of  its  official  domicile,  it 
is  one  of  the  149  companies  we  are  discussing. 

The  companies  have  doubtless  done  much  to  create 
among  the  farmers  of  Minnesota  a  feeling  of  fellowship 
and  a  community  of  interest.  This  is  stimulated  by  the 
annual  and  other  local  meetings  of  the  membership  of 
each  individual  company,  and  by  an  annual  gathering  of 
representatives  organized  in  a  state  association.  The 
fifteenth  annual  meeting  of  the  association  was  held  at 
St.  Paul  on  the  twelfth  and  thirteenth  of  last  January. 
Sixty-two  companies  were  represented.  Some  of  the  topics 
discussed  were    blanks,    books   and   bookkeeping,    proper 
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initial  premium  rates,  proper  amount  of  reserve  funds  and 
the  disposal  of  these  until  needed,  classification  of  risks, 
and  proper  valuation  of  high-priced  stock  on  the  farm. 
In  the  discussion  of  reserve  funds,  for  instance,  it  was  shown 
that  a  decided  saving  could  be  accomplished  by  charging 
a  large  enough  premium  upon  the  issuing  of  a  policy  to 
avoid  making  an  assessment  except  upon  extraordinaiy 
occasions.  The  practice  in  this  respect  is  at  present,  how- 
ever, very  divergent.  Initial  premiums  vary  in  different 
companies  from  ten  cents  per  hundred  dollars  to  seventy- 
five  cents,  for  a  five-year  policy.  Experience  shows  that 
by  charging  the  latter  figure,  assessments,  each  of  which 
cost  an  average  company  some  $200  or  1300,  can  be  almost 
entirely  avoided.  A  majority  of  the  members  present 
favored  a  reserve  of  something  over  $1,000  for  a  company 
having  about  $1,000,000  insurance  in  force,  the  percentage 
of  reserve  decreasing  as  the  company's  insurance  in  force 
exceeded  that  amount.  Such  discussions  are  of  great 
value  to  men  who,  with  all  their  sturdy  virtues,  are  often 
deficient  in  knowledge  of  the  corporate  way  of  doing  things, 
and  of  business  methods  and  accounts. 

The  moral  hazard,  from  the  very  nature  of  an  organization 
with  neighborhood  control,  is  less  than  with  stock  companies, 
or  even  with  mutual  companies  doing  a  more  general 
business.  It  is  further  reduced  by  the  practice  of  refusing 
to  insure  for  more  than  two-thirds  or  at  most  three-fourths 
of  the  actual  value  of  the  property.  The  similarity  of  the 
risks  of  these  companies,  and  the  knowledge  of  neighbors 
as  to  the  condition  and  value  of  the  property  of  an  applicant 
for  insurance  make  it  possible  to  apply  this  rule  without 
difSculty.  Conmiissioner  Elmer  H.  Dearth,  in  his  report 
for  the  year  1901,  makes  the  rather  sweeping  assertion^ 
that  the  township  mutuals  have  entirely  eliminated  the 
moral  hazard,  and  finds  the  cause  in  the  fact  that  each 
member  feels  himself  part  and  parcel  of  the  company. 

In  addition  to  eliminating  the  moral  hazard,  or  at  least 
in  greatly  reducing  it,  the  companies  have  accomplished 

1  Blinnflsota  Inooruioe  Report,  Fire,  1901,  p.  zztt. 
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something  in  the  way  of  reducing  the  number  of  accidental 
fires.  Most  of  their  by-laws  contain  numerous  precau- 
tions which  must  be  observed  by  the  insured.  Among 
these  are  the  placing  of  all  hay  or  straw  stacks  beyond 
a  specified  distance  from  any  building  wherein  fire  is  used, 
always  having  on  hand  certain  fire  fighting  apparatus, 
such  as  water  pails,  a  ladder  of  suflicient  height,  and  other 
appliance  by  which  the  ridge  of  the  roof  may  be  reached, 
etc.  Stove  pipes  and  chinmeys  are  required  to  be  in  good 
repair  and  proper  non-conducting  thimbles  used  where 
pipes  pass  through  partitions,  ceilings,  or  roof.  Endanger^ 
ing  buildings  by  the  careless  disposal  of  hot  ashes  is  usually 
provided  against.  If  these  precautions  are  not  observed, 
then,  in  the  words  of  the  by-laws  of  one  of  these  companies, 
"  the  insured  shall  not  be  entitled  to  any  insurance  to  the 
extent  that  such  loss  or  damage  has  been  caused  or  increased 
by  such  violations."  In  securing  the  observance  of  these 
precautions,  as  in  guarding  against  over-insurance  and 
the  consequent  moral  hazard,  these  local  and  consciously 
mutual  organizations  have  a  decided  advantage  over  the 
larger  and  more  complex  old  line  companies. 

In  the  thirty-five  years  since  the  beginning  of  the  move- 
ment, not  a  single  company  has  failed  to  meet  its  obligations. 
Two  partially  organized  companies,  it  is  true,  failed  to  enter 
on  business;  but  every  company  fully  organized  has  been  a 
success.  Commissioner  Dearth,  speaking  before  the  Na- 
tional Association  of  Cooperative  Insurance  Companies 
which  met  at  St.  Paul  in  1902,  after  pointing  out  the 
remarkable  success  of  the  Township  Mutuals  of  Minnesota, 
pays  them  the  following  tribute:  "  These  companies  deserve 
the  greatest  consideration,  not  only  for  the  very  large  policy 
or  membership,  but  on  account  of  the  thoroly  earnest, 
conscientious,  and  conservative  management  which  has 
been  a  marked  characteristic  of  their  business  transactions.'' 
He  calculates  that  the  average  co.st  of  insurance  to  the 
farmers  in  their  own  companies,  about  seventeen  cents 
per  hundred  —  thirteen  cents  of  which  covers  losses  and 
four  cents  expenses, —  is  about  one-fifth  what  it  would 
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have  cost  them  in  old  line  companies,  and  that  the  Township 
Mutuals  saved  the  farmers  of  the  state  in  the  year  1901 
alone  $1,069,000,  and  up  to  that  date  had  saved  a  total 
sum  of  not  less  than  $12,000,000.  ''  Old  line  joint  stock 
companies,"  he  asserts,  ''  find  it  unprofitable  to  carry  these 
risks  even  at  a  rate  of  seventy-five  cents  or  a  dollar,  and 
such  as  had  a  farm  department  formerly  are  withdrawing 
from  the  field."  The  last  part  of  this  statement  is  borne 
out  by  an  inquiry  as  to  the  number  of  stock  corvipanies 
represented  by  the  leading  local  fire  insurance  agencies 
who  at  present  insure  farm  property.  It  would  seem, 
however,  that  in  estimatiDg  the  difference  in  cost  to  the 
farmers  under  the  two  plans,  the  Commissioner  has  used 
the  one  year  rate  for  the  stock  companies,  instead  of  one- 
third  of  their  three  years'  rate,  which  would  more  accurately 
represent  true  cost  to  the  insured;  it  being  the  established 
rule  to  give  three  years'  protection  at  twice  the  annual 
rate. 

The  actual  amount  that  the  Township  Mutuals  are 
saving  the  farmers  annually  is  perhaps  impossible  to  esti- 
mate, since  no  one  can  say  just  to  what  extent  the  present 
rates  quoted  by  .stock  companies  —  in  so  far  as  they  still 
offer  rates  —  have  been  influenced.  Taking  their  rates 
as  quoted  at  the  present  time,  the  annual  saving,  tho  not 
so  great  as  might  be  inferred  from  the  figures  of  Commis- 
sioner Dearth,  is  stUl  very  considerable.  The  present 
rate  by  such  stock  companies  as  take  farm  risks  varies  from 
sixty-five  cents  per  hundred  for  one  year  and  $1.25  for 
three  years,  to  seventy-five  cents  for  one  year  and  $1.50 
for  three.  The  higher  rates  are  applied  to  the  more  sparsely 
as  well  as  more  newly  settled  northern  parts  of  the  state. 
Under  the  three-year  plan,  the  average  annual  cost  to  farm- 
ers insuring  in  stock  companies  would  be  about  a  third 
of  $1,375,  or  forty-six  cents  per  hundred.  The  average 
cost  in  the  Township  Mutuals  is  about  seventeen  cents 
per  hundred,  —  an  annual  saving  of  twenty-nine  cents 
per  hundred  of  insurance.  At  this  rate,  with  over  $254,000,- 
000  insurance  in  force,  the  Township  Mutual  companies 
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saved  the  fanners  of  the  state  in  the  year  1909  about  $750,- 
000.  The  total  savings  during  the  third  of  a  century  that 
the  system  has  been  in  operation  would  amount  to  more 
than  ten  million  dollars.  Were  we  to  allow  for  the  effect 
of  competition  in  reducing  the  rate  of  the  old  line  companies, 
and  for  compound  interest  on  the  premium  charges  saved 
from  year  to  year,  these  figures  would  probably  be  doubled. 

VicTOB  Nelson  Valgbkn. 
UNnrsBsmr  of  Nebraska. 


THE  POSITION  OF  INCOME  BONDS,  AS  ILLUS- 
TRATED BY  THOSE  OF  THE  CENTRAL  OF 
GEORGIA  RAILWAY 

Income  bonds  have  owed  their  existence  to  periods  of 
financial  embarrassment.  During  the  long  series  of  suc- 
cessive railway  reorganizations  which  culminated  in  the 
nineties,  the  purpose  of  every  endeavor  which  looked  toward 
the  rehabilitation  of  a  bankrupt  property  was  to  decrease 
the  inunediate  fixed  charges.  This  was  accomplished 
usually  by  compelling  the  holders  of  junior  mortgages 
to  accept  obligations  which  involved  no  fixed  rate  of  interest 
and  no  foreclosure  rights  because  of  default  in  interest 
payments.  Interest  or  dividend  on  this  new  class  of  se- 
curities would  be  paid  only  if  earned.  Assessments  on 
stock  and  consolidated  mortgages  were  funded  by  the 
issuance  of  the  same  kind  of  security.  This  whole  method 
of  financing  involved  the  formation  of  a  new  class  of  securities 
intermediate  in  character  between  the  prior  lien  bonds  and 
the  common  stock.  It  also  involved  the  entire  readjust- 
ment in  the  kind  of  securities  represented  in  the  liability 
account,  with  usually  an  increase  in  the  par  value  of  the 
junior  issues  and  a  slight  but  not  corresponding  decrease 
in  the  interest-bearing  bonds.  As  a  result  of  this  shifting 
the  majority  of  railway  companies  emerged  from  reorganiza- 
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tions  burdened  by  an  increase  in  capitalization,  but  with  a 
lightened  load  of  obligatory  fixed  charges.  Reorganizar 
tions  acted  as  a  drug  to  tide  over  a  period  of  weakness,  — 
the  future  was  mortgaged  to  satisfy  the  present. 

This  new  class  of  securities,  involving  no  fixed  charges 
yet  having  a  claim  to  earnings  prior  to  the  common  stock, 
was  usually  represented  by  income  bonds  ^  or  preferred 
shares  of  stock.  The  latter  involve  little  that  is  of  interest 
to  us.  Income  bonds,  on  the  contrary,  present  a  puzzling 
chapter  in  railway  finance  marked  by  economic  blunders 
and  court  litigations.  It  is  now  happily  drawing  to  a  close, 
as  few  income  bonds  have  been  issued  of  recent  years.' 
Stripped  of  its  technicalities  an  income  bond  was  merely 
an  obligation  having  a  fixed  date  of  maturity,  but  having 
a  claim  to  interest  only  if  the  net  earnings  of  the  company 
were  sufiScient  to  warrant  its  pa3rment.  Its  ostensible  pur- 
pose was  to  give  the  creditor  of  the  company  a  bond  with 
all  that  this  magic  name  implies;  its  real  purpose  was  to 
create  a  kind  of  security  which  should  not  involve  fixed 
charges,  like  an  ordinary  bond,  nor  voting  power,  like 
ordinary  stock.  It  was  a  clumsy*  endeavor  to  make  a 
man  at  once  both  creditor  and  partner  without  giving 
him  the  rights  of  either. 

It  is  true  that  legally  the  income  bond  holders  come 
into  possession  of  the  net  income  as  soon  as  earned,^  whereas 
the  mortgage  bond  holder  has  no  right  to  the  actual  income 
unless  he  takes  possession  of  the  property  by  foreclosure.* 

>  At  time  of  reorganUation  the  eourts  consider  income  bonds  »  better  ■eeorlty 
than  stock,  Hancock  v.  Toledo,  etc.  R.R.  Co.,  9  Fed.  Rep.  738. 

*  The  general  bonds  of  the  Cin.  Ham.  and  Day. ,  1030,  are  an  unfortunate  exception. 
In  aU  the  railway  securities  of  the  country  I  am  able  now  (Dec.,  1010)  to  find  but 
eleven  separate  tssues  of  income  bonds  outstanding.  Some  of  these  are  held  by  oon- 
troDlng  companies  and  hence  are  not  likely  to  occasion  court  litigation.  Some  are  the 
obUgations  of  railroads  which  have  long  since  become  dividend-paying  roads.  The 
that  are  now  likely  to  cause  dispute  are  very  few  in  number. 


*  Gowen's  "  deferred  income  bonds  "  of  the  Philadelphia  and  Reading  (1880) 
were  aotually  to  come  after  the  common  stock,  —  this  latter  being  then  quoted  at 
15  on  the  market. 

*  (3alena  and  Chicago  R.R.  Co.  v.  Meniies,  26  HI.  121. 
>  Am.  Bridge  Co.  v.  Heidelbaoh,  94  U.  S.  798. 
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Tet  this  advantage  is  fictitioiis,  as  the  company  would,  of 
course,  pay  the  mortgage  bond  interest  to  prevent  the  fore- 
closure long  before  it  considered  the  claims  of  the  income 
bond  holders.  These  latter  claims,  it  wiQ  be  observed,  are 
based  on  economic  rather  than  legal  considerations,  for 
they  depend  at  the  last  analysis  on  the  ability  of  the  traffic 
to  create  actual  net  earnings.  Net  eamingB  have  been 
defined,  perhaps  once  for  all,  by  the  United  States  Supreme 
Court  in  the  famous  suit  between  the  Government  and  the 
Union  Pacific  Railroad  in  1878.  "Net  eamingB  are  the 
excess  of  the  gross  eamingB  over  the  expenditures  defrayed 
in  producing  them,  aside  from,  and  exclusive  of,  the  expen- 
diture of  capital  laid  out  in  constructing  and  equipping 
the  works  themselves.  Theoretically,  the  expenses  charge- 
able to  earnings  include  the  general  expenses  of  keeping 
up  the  organization  of  the  company,  and  all  expenses  incurred 
in  operating  the  works  and  keeping  them  in  good  condition 
and  repair;  whilst  expenses  chargeable  to  capital  include 
those  which  are  incurred  in  the  original  construction  of 
the  works,  and  in  the  subsequent  enlargement  and  im- 
provement thereof.''  ^  The  whole  problem  as  to  whether 
or  not  the  interest  on  the  income  bonds  shall  be  paid  narrows 
itself  to  one  of  bookkeqiing,  to  an  adjustment  between 
the  charges  applicable  to  capital  and  income  accounts. 

The  problem  becomes  the  more  clear  cut  when  the  stock- 
holders and  the  income  bond  holders  are  different  parties, 
since  it  is  obviously  to  the  advantage  of  the  former  to  make 
a  liberal  allowance  for  maintenance  and  for  the  latter  to 
reduce  maintenance  to  a  minimum  so  that  net  earnings 
shall  be  swelled.  This  is  well  illustrated  by  the  recent 
history  of  the  Central  of  Georgia  Railway,  leading  up 
to  a  late  decision  by  the  Supreme  Court  of  Georgia. 

The  present  Central  of  Georgia  Railway  is  the  successor, 
after  a  reorganization  in  1895,  of  the  old  Central  of  Geoi^gia 
Railroad.  This  older  company  and  its  forebears  had  paid 
dividends  almost  continuously  from  1840  to  1888.  In 
this  latter  year  its  misfortunes  began.    A  group  of  financiers 

<  Union  Pao.  R.R.  Co.  ▼.  U.  S.,  09  U.  S.  420. 
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had  acquired  a  majority  interest  in  the  Central  and  by 
considerable  manipulation  had  saddled  this  on  the  old 
Richmond  Terminal  Company,  the  predecessor  of  the 
Southern  Railway.  The  arrangement  portended  good 
for  neither  company.  The  Central  tried  to  continue  paying 
8  per  cent  on  its  stock  without  allowing  proper  maintenance 
charges;  the  Terminal  Company  became  involved  in  a 
bitter  internal  strife  from  which  it  was  extricated  only 
through  the  reorganization  proceedings  of  Mr.  Morgan. 
The  Central  of  Georgia  defaulted  on  its  interest  payments 
and  finally,  in  1895,  emerged  from  the  reorganization  with 
its  nominal  capital  increased  from  thirty  to  fifty  millions. 

These  new  capitalization  items  are  of  importance  as 
they  throw  light  upon  the  present  controversy  over  the 
income   bonds.    Thus   in   a   corporation   whose   nominal 

Bends 

Prior  lien  Fint  Mortgage  .  1,840,000 
General  First  Mortgage  .  .  .  7,000,000 
Consolidated  Mortgage      .    .       16,500,000    $25,340,000 

Income  Bonds: 

First  Preference 4,000,000 

Second  Preference 7,000,000 

Third  Preference 4,000,000      15,000,000 

CoOateral  Trust  Bonds^ 4,880,000 

Common  Stock      5,000,000 

$50,220,000 

capital  is  over  fifty  million  the  control  is  vested  in  five 
millions  of  stock.  Altho  this  stock  has  been  closely  held 
dnce  the  reorganization,  some  idea  of  its  probable  value 
may  be  gained  from  the  fact  that  the  third  preference 
bonds  which  come  before  it  sold  for  four  and  a  half  (S45 
for  a  $1000  bond)  as  recently  as  1900,  or  five  years  after 
the  reorganization.  That  the  preference  bond  holders 
held  '*  bonds  "  and  could  not  therefore  vote  compensated 
perhaps  for  the  bond  character  of  their  security. 

>  SMorad  mainly  by  depoalt  of  10,050  ahuea  of  Ocean  Steamahlp  Co.  ttook, 
iBvntortod  at  9260  per  ehare. 
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At  all  events  these  preference  bonds  were,  in  the  reoi^ 
ganization,  given  for  actual  funded  obligations,  —  in  some 
cases  first  mortgage,  prior  liens  on  branch  lines.  That 
the  prior  lien  bond  holders  would  accede  to  these  condi- 
tions shows  the  hopeless  condition  into  which  the  finances 
of  the  old  Central  Railroad  had  descended  just  before  the 
reorganization. 

It  is  not  my  purpose  to  go  into  the  details  of  the  Central 
of  Georgia  subsequent  to  its  reorganization.^  Sufi&ce  it 
to  say  that  conditions  so  improved  that  by  1905  and  1906 
the  full  five  per  cent  on  all  three  issues  of  the  income 


1890 

1897 

1898 

1899 

1900 

1901 

1909 

190S 

l8t 

1*  - 

2\     - 

2    30 

2  87 

3i  47 

5  72 

8  80 

5  70 

3d 

0  - 

0  - 

0  13 

0  12 

0  14 

0  28 

0  38 

0  31 

3d 

0  - 

0  - 

0   7 

0   6 

0   7 

0  15 

0  25 

0  22 

1904 

1906 

1908 

1907 

1908 

1909 

1910 

1st 

6  80 

6  95 

5  94 

5   75 

0  68 

0  85 

0  96 

2d 

5  53 

5  77 

5  84 

3.7  60 

0  68 

0  74 

0  94 

3d 

0  41 

5  67 

5  78 

0   50 

0  54 

0  70 

0  93 

preference  bonds  was  paid.  Dividends  on  the  income 
bonds  for  the  fiscal  year  ending  June  30,  1907,  were  due 
October  1st  of  the  calendar  year.  During  the  summer 
rumors  became  current  that  refunding  of  the  income  bonds 
to  a  four  per  cent  basis  was  contemplated,  but  conferences 
between  directors  and  income  bond  holders  availed  nothing. 
At  the  same  time  the  management  gave  out  interviews 
to  the  effect  that  heavy  maintenance  charges  and  reduced 
traffic  had  seriously  endangered  the  surplus  of  net  earnings 
available  for  the  income  bond  holders.  Finally,  on  August 
24,  1907,  the  directors  declared  five  per  cent  on  the  first 
incomes,  3.729%  on  the  second  incomes,  and  nothing  on  the 
third.  So  adroit  indeed  was  the  bookkeeping  that  out 
of  a  total  of  over  twelve  millions  gross  earnings  the  manage- 

1  TIm  following  table  gives  the  interest  paid  on  the  income  bonds  and  the  apimnf- 
mate  average  yearly  prtoe  sinoe  they  were  actively  dealt  in  on  the  N.  Y.  Ezohange. 
The  first  figure  in  each  ease  states  the  rate  of  tnteresti  the  seeondi  the  average  maiksfe 
pxloe. 
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ment  carried  to  balance,  after  paying  the  3.729%  on  the 
second  incomesi  just  $32.95.^  Five  days  later,  on  the  29th, 
a  protective  committee  of  the  second  and  third  income 
bond  holders  was  arranged.  On  February  10th  following, 
the  Central  Trust  Company  of  New  York  as  trustee  for 
these  bond  holders  filed  a  suit  in  their  interest  on  the  ground 
of  concealed  earnings.*  On  May  31,  1909,  Colonel  William 
Garrard  returned  an  accoimt  to  the  court  sustaining  the 
contention  of  the  Trust  Company  and  the  bond  holders.* 
This  finding  was  afterwards  sustained  by  the  Superior^ 
and  Supreme  Courts '  of  the  State. 

To  understand  the  true  nature  of  the  issue  we  must 
penetrate  behind  the  screen  of  court  proceedings  and  see 
who  were  actually  the  parties  concerned.  The  issue  was 
between  the  income  bond  holders,  or  the  public,  and  the 
small  number  of  stockholders.  Who  were  these?  At 
the  time  of  the  reorganization  of  the  Central  of  Georgia 
in  1895  this  almost  worthless  common  stock  was  created* 
in  favor  of  interests  allied  with  the  Richmond  Terminal 
Reorganisation  Conunittee.  To  give  this  "aqua  pura" 
any  kind  of  value  the  railroad  property  must  be  built  up. 
And  as  the  interest  on  the  income  bonds  was  non-cumulative, 
''conservative"  management  demanded  liberal  expendi- 
tures for  maintenance.  In  the  spring  of  1907  the  Terminal 
reorganisation  interests  sold  this  Central  of  Georgia  stock 
to  Messrs.  Thome  and  Perry.  In  November  of  the  same 
year  these  gentlemen  transferred  the  stock  to  E.  H.  Harri- 
man  who  later,  in  1908,  conveyed  it  to  the  Illinois  Central. 
Obviously  it  was  for  the  interest  of  the  Thome-Harriman- 
Illinois  Central  group  to  make  heavy  expenditures  on  the 
property,  so  that  the  railway,  the  actual  title  of  which 

>  Twelfth  An.  Report  (1907)  of  Cen.  of  Geo.  R*y  Co.,  p.  3.  The  total  net  eftrn- 
Infi  ATalUble  to  the  three  daases  of  inoome  bond  holders  wm  $461,080. 

•  Commercial  and  Financial  Chronlde,  86,  410. 

•  n>ld.,  88, 1486. 

«  n>ld.,  80,  602.  ■  Deo.  14, 1010. 

•  The  old  Railroad  stock  was  ezehansed  for  third  preference  Inoome  bonds  at  tha 
Ume  of  reorganisation. 
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rested  in  the  stockholders,  should  be  improved;  obviously 
it  was  for  the  interests  of  the  income  bond  holders  to  have 
some  of  the  net  eaming9  deflected  to  their  pockets  even 
tho  improvements  waited. 

The  whole  issue  between  the  two  parties  turned  on  the 
question  of  concealed  net  earnings  and  upon  the  logical 
and  l^al  distinction  between  income  and  capital  accounts. 
Two  main  contentions  were  advanced  by  the  bond  holders,  — 
a  subsidiary  steamship  company  had  earnings  in  its  treasury 
which  should  have  been  paid  over  to  the  railway  company, 
and,  secondly^  the  railway's  own  charges  for  mainten- 
ance were  excessive.  Let  us  examine  the  grounds  for  these 
two  contentions. 

At  the  time  of  the  reorganization  of  the  railroad  the 
new  company  took  over  as  part  of  the  assets  19,950  out 
of  20,000  shares  in  the  Ocean  Steamship  Company,  which 
maintAins  regular  service  from  Savannah  to  Philadelphia, 
New  York,  and  Boston.  This  company  owns  valuable 
terminals  at  Savannah  and  Hoboken  and  had  always  done, 
as  far  as  known,  a  very  profitable  business.  As  far  back 
as  1888  it  had  contributed  over  onensixth  to  the  net  earnings 
of  the  railroad.  Since  1900  the  steamship  company  has 
published  no  full  report  altho  making  heavy  purchases  of 
steamships  for  capital  account  out  of  earnings.^  Now 
it  is  obvious  that  new  and  improved  steamships  are  more 
than  mere  maintenance  and  this  the  court  has  expressly 
asserted.*  Yet  no  accounting*  of  earnings  was  made  to 
the  railway,  even  tho  the  railway  was  carrying  the  interest 
on  its  five  per  cent  collateral  trust  bonds  issued  against 
the  steamship  stock.  This  interest  alone  would  have  gone 
a  great  way  toward  the  payment  of  the  income  bond 
holders'  claim.  A  local  Savannah  paper  estimated  the 
steamship  company's  earnings  for  the  year  to  be  $720,000.^ 

>  See  eepedally  the  11th  (1906)  And  12th  (1907)  An.  Reports,  Cen.  Geo.  R'y  Co. 

>  Mftddntoeh  v.  Flint  and  Pere  Marq.  R.  R.  Co.,  34  Fed.  600. 

*  A  nllroad  cannot  merdy  estimate  depreciation  unless  an  account  Is  kept  for  all 
the  parties  interested,  U.  S.  v.  Kan.  Pao.  R'y  Co.,  09  U.  8.  450. 

4  Commercial  and  Financial  Chronicle,  85,  529. 
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This  may  have  been  excessive,  altho  the  recent  accounting 
to  the  court  places  the  earnings  at  about  $540,000. 

The  second  contention  of  the  bond  holders  concerned 
maintenance  charges.  During  the  year  1907  the  Central 
of  Georgia  had  gross  earnings  of  twelve  million,  —  S6316 
per  mile,  of  which  it  spent  about  $2002  per  mile  for 
maintenance.  The  ratio  is  31.54%.  For  the  ten-year 
period  the  ratio  was  practically  identical,  —  31.52%.  Was 
this  excessive  ?  The  average  maintenance  percentage 
for  the  great  trunk  lines  was  for  the  last  decade  almost 
exactly  twenty-five  per  cent.*  Yet  it  may  be  contended 
that  the  conditions  are  different  in  the  south.  Comparing 
the  maintenance  percentage  of  the  Central  of  Georgia 
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1 

AtehlK>n   .   . 

$8,480 

$2,379 

28% 
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17.600 
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26% 
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1.893 

80% 

C.  andO. 
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8.601 

29% 

St.  Paul 
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22% 

North  W. 

8.434 

1.941 

23% 
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22.639 

4.032 

18% 

D.  and  Rio  G. 
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24% 
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6.602 

26% 
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$7,921 

22.000 
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7.236 

24.818 

25.248 
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36,600 

10.600 
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$1,786 
6.319 
1.800 
2.000 
6.800 
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2.260 
9.400 
2.780 


III 


22% 
28% 
26% 
27% 
23% 
21% 
22% 
26% 
26% 
26% 


with  that  of  other  southern  roads  it  again  seems  as  if  the 
charges  of  the  Central  were  excessive.    This  table,  on  a 


Groas  . 

Maint  . 
Ptooent 


Atlanta  Blm. 
and  AUantic 
1907  10  yr^ 


$4,081 
1,138 

28% 


Atlantic 

Coaat  Line 

1907  10  yn 


$6,168  $6,226 
1.806  1.403 
29%     27% 


Seaboard 

Air  Line 

1907  lOyiv 


$6,362  $6,310 
1,732  1,386 
27%     26% 


Atlanta 
Weet  Point 
1907      lOytB 


$13,600  $10,700 
3.764      3.188 
28%       29% 


Southern 
1907  lOytB 


$7,700  $6,684 

2.284    1.884 

30%     29% 


>  I  have  computed  the  maintenance  charges  (per  mile)  for  the  following  oystems 
for  the  period  1899-1909. 

*  The  ten-year  interval  is  from  June  30. 1899,  to  June  30. 1909. 
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mileage  basis,  shows  clearly,  then,  that  both  for  the  year 
in  question  and  for  the  whole  decade  the  Central  of  Geor^ 
was  expending  a  larger  percentage  for  maintenance  than 
roads  having  a  similar  location  and  similar  traffic.  A  large 
proportion  of  this  was  for  improved  rails,  but  these  cannot 
be  charged  to  net  earnings.^  In  the  present  case  the  court 
concluded  that  $240,000  of  net  income  had  been  spent  for 
capital  account. 

It  will  be  remembered  that  the  Thome-Harriman  interests, 
which  controlled  the  five  million  common  stock  in  1907, 
admitted  a  net  income  of  $461,030  from  which  they  paid 
the  five  per  cent  on  the  first  income  and  the  3.729%  on 
the  second  income  bonds.  To  this  sum  the  court  further 
added  the  amounts  just  mentioned,  together  with  some 
smaller  items,  as  net  income  falsely  charged  to  capital. 
As  a  result  the  bookkeeping  surplus  of  $32.95  was  changed 
to  an  actual  surplus  of  $591,934,  after  paying  the  full  five 
per  cent  to  all  the  income  bond  holders.  This  was  11.4% 
on  the  five  million  of  capital  stock. 

Raibroad:    Available      $461,030 

Court:         Ocean  Steamship  Co.  net  .   .   .  $542,300 

Lumber  Reserve  * 100,000 

Maintenance 240,110 

Minor  Items 81,223 

963,732 
Clerical  Error* 102,828      860,904 

Total  Available   .   .   .  $1,321,934 
1st,  2d,  and  3d  Income  Bonds  750,000 

Surplus $   571,934 

On  $5,000,000  stock 11.4% 

This  decision  by  the  Supreme  Court  of  the  state  gives  a 
clear  expression  to  the  legal  rights  of  income  bond  holders. 
Reports   of    subsidiary   companies    kept    back,   excessive 

>  Mackintosh  ▼.  Flint  and  Pere  Marq.  R.  R.  Co.,  34  Fed.  006. 

>  EzoeaslTe  roMrme  for  unadjusted  freight  olabna  on  timber. 
*  Clerical  bookkeeping  error*  In  favor  of  eomi>any. 
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reserves  for  unpaid  claims^  "  liberal "  maintenance  charges 
cannot  be  used  to  efface  net  earnings.  It  brings  again 
to  the  foreground  the  definition  of  the  United  States  Supreme 
Court  as  to  what  constitutes  net  earnings. 

The  whole  controversy  also  helps  to  bring  to  an  end 
the  already  closing  chapter  of  income  bonds  in  our  financial 
history.  Planned  originally  to  meet  a  pressing  need,  they 
failed  when  brought  to  simple  tests.  They  have  proved 
undesirable  from  the  point  of  view  of  the  investor  because 
he  is  not  a  true  creditor  in  the  ordinary  sense  that  a  bond 
holder  is,  yet  at  the  same  time  he  has  no  voting  power  such 
as  that  exercised  by  the  stockholder.  His  interests  are 
in  continual  conflict  with  those  of  the  other  security  holders. 
The  income  bonds  have  also  proved  undesirable  from  the 
point  of  view  of  the  road,  and  for  the  following  reasons. 
(1)  The  continual  dispute  between  the  management  and  the 
income  bond  holders  disturbs  any  possible  harmony  of 
interests  and  management.  (2)  This  dispute  injures  the 
general  credit  of  the  road.  If  the  income  bond  holders 
have  their  way,  it  becomes  difficult  to  build  up  the  road 
by  liberal  maintenance  appropriations  and  as  far  as  capital 
expenditm^s  is  concerned  the  road  finds  it  difficult  to  per- 
suade the  income  bond  holders  to  allow  the  directors  to  issue 
new  mortgage  or  debenture  bonds  which  shall  have  a  prior 
claim  on  the  earnings,  —  thereby  any  legitimate  expansion 
and  improvement  of  the  road  is  hampered.  (3)  And  lastlyi 
the  presence  of  income  bonds  is  now  accepted  as  a  confession 
of  financial  weakness  at  some  time  in  the  inunediate  past. 

Abthub  S.  Dewing. 
Habvard  UNiYSBsmr. 
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"Exchange  value''  compared  with  the  abstractions  of  physical 
8ci«iioe,  410. — Subordination  of  price  to  value  in  economic  theory,  413. 
— A  general  medium  of  exchange  implicit  in  the  theory  of  exchange 
value,  416. — Value  as  imputed  price,  419.  —  Methods  of  imputation, 
421. — Imputation  of  value  extended  to  goods  not  priced  in  the  market, 
423.  —  The  value  of  a  stock  depends  on  the  sise  and  nature  oi  the 
units  chosen,  425. — Meaning  of  "national  wealth,"  427. 

Ever  since  the  publication  of  "The  Wealth  of 
Nations  '^  the  notion  of  exchange  value  has  remained 
the  most  fimdamental  and  possibly  the  most  consist- 
ently defined  concept  of  economic  science.  Bicker- 
ings as  to  whether  "power  in  exchange/'  "quantity 
received  in  exchange,"  or  "ratio  of  exchange"  best 
expresses  this  concept,  as  to  whether  exchange  value  is 
a  quantitatively  variable  attribute  or  quality  of  a  com- 
modity or  merely  a  disembodied  ratio,  have  not  been 
taken  as  seriously  affecting  the  precision  of  the  concept. 
It  is  possible  that  these  differences,  if  consistently 
followed  out,  might  have  led  to  perceptible  differences 
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in  doctrine  at  various  points.^  But  as  it  is,  the  essential 
points  at  issue  between  the  advocates  of  confficting 
economic  theories  have  been  bom  of  other  things  than 
variant  notions  of  the  meaning  of  exchange  value. 
Historically,  if  not  logically,  the  differences  alluded  to 
have  been  verbal  ones.  It  is  not  my  puri)08e  in  the 
present  paper  to  attempt  the  difficult  and  unprofitable 
task  of  suggesting  any  revision  in  an  elementary  con- 
cept which  has  worn  well  in  actual  service.  I  shall 
venture,  however,  to  suggest  certain  limitations  im- 
plicit in  the  value  concept  as  commonly  formulated. 
Failure  to  take  account  of  these  limitations  has  led  to 
weaknesses  in  certain  parts  of  the  superstructure  of 
theory  that  has  been  erected  on  the  foundation  of  the 
theory  of  value. 


The  notion  of  exchange  value  is  an  abstraction. 
This  much  will  be  easily  conceded,  especially  when  the 
concept  is  carefully  cleared  of  all  entanglement  with 
the  really  simpler  concept  of  subjective  value.  As  an 
abstraction  it  presents  some  superficial  resemblance  to 
such  concepts  of  physical  science  as  mass,  extension, 
energy,  and  the  like.  Analogies  based  on  this  resem- 
blance have  been  used  freely  in  expositions  of  economic 
theory,  expecially  in  discussions  of  the  ''measure  of 

>  It  may  be  noted  that  theie  differences  have  an  Important  beacing  on  the  profalan 
of  the  meaauiement  of  chances  In  the  ceneral  leyel  of  prices.  That  Jctobs's  erplana- 
tlon  of  the  grounds  of  his  choice  of  the  ceometric  average  for  this  purpose  is  haay  has 
corns  to  be  a  gMieraUy  accepted  statement.  But  in  fact  the  matter  seems  to  be  rather 
simile.  Jevons,  like  Coumot  (Mathematical  Principles  of  the  Theory  of  Wealth, 
Eng.  traasl.,  oh.  ii),  came  naturally  umI  unhesitatingly  to  the  conclusion  that  changes 
in  prioee  are  only  changes  in  ratios,  and  hence  should  be  averaged  geometrtcally. 
Later,  the  criticisms  of  Laspesrres  suggested  to  him  that  a  change  in  the  Talue  of  gold 
Is,  after  all,  a  change  in  its  purchasing  power,  and  that  the  arithmetio  aversge  had 
therrfore  some  daim  to  oonslderatlcm.  Jevons  continued  to  defend  the  use  of  the 
geometric  average  (for  his  purposes)  but  his  former  unquesttontng  confidenoe  In  It 
was  gone.  CSompare  his  Investigations  in  Currency  and  Finance,  new  editioa  (1909), 
pp.  19-21  and  113-116. 
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value."  like  value,  these  physical  concepts  are,  in  a 
quantitative  sense,  purely  relative,  —  that  is,  mass, 
extension,  or  energy  cannot  be  measured  except  in 
terms  of  imits  of  mass,  extension,  or  energy. 

Moreover,  they  too  are  abstractions,  —  properties  or 
qualities  of  things,  detached  by  analysis  from  the 
synthetic  ideas  given  directly  by  human  experience. 
This  process  of  abstraction  makes  it  possible  and 
legitimate  to  neglect  the  other  manifold  and  differing 
properties  of  things,  and  to  conceive  of  the  existing 
world  in  terms  of  mass,  volume,  or  potential  energy. 
The  method  of  abstraction  has  made  it  possible  for 
science  to  find  order  and  simplicity  m  an  apparently 
complex  universe.  Furthermore,  abstractions  enter 
largely  into  all  thinking  which  deals  with  general  prin- 
ciples. These  conmionplaces  of  logic  are  rehearsed 
lest  the  trend  of  the  present  discussion  should  be  taken 
to  involve  a  general  and  necessarily  futile  argument 
against  the  use  of  abstractions  in  economic  theory. 
The  difficulties  to  be  suggested  spring  from  the  fact 
that,  as  compared  with  the  superficially  analogous 
concepts  of  physical  science,  ''exchange  value"  is  an 
abstraction  of  a  higher  order  and  of  a  thinner  sort. 

The  concrete  facts  in  the  case  are  the  exchanges 
of  goods  and  services  for  money  and  money  substitutes. 
Prices,  not  values,  are  the  primary  elements  of  the 
situation  with  which  the  economic  theorist  has  to  deal. 
And,  as  it  happens,  economic  theory,  at  least  of  the 
more  conservative  sort,  does  concern  itself  very 
largely  with  the  problems  of  price.  The  traditional 
theory  of  distribution  deals  with  the  forces  determining 
the  prices  paid  for  the  services  of  the  factors  in  pro- 
duction. The  theory  of ''  normal  value  "  is  essentially  a 
theory  of  price  tendencies.  The  theory  of  market  value 
is  in  general  a  demand  and  supply  theory  of  prices. 
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Modem  refinements  in  the  analysis  of  the  forces 
lying  back  of  demand  and  supply  have  not  altered 
the  ultimate  bearings  of  the  theory.  The  formulating 
of  equations  between  value  and  marginal  utility 
on  the  one  hand  and  marginal  subjective  costs  on 
the  other  hand  has  of  itself  final  significance  only  for 
a  Crusoe  economy.  So  far  as  the  analysis  of  market 
forces  is  concerned,  these  modem  developments  of 
theory  can  scarcely  be  held  to  do  more  than  to  bring 
to  light  some  of  the  principles  which  govern  the  choices 
made  between  the  various  alternatives  open  to  buyers 
and  sellers  of  commodities  and  services.  In  several 
representative  modem  treatises  market  prices  are 
explicitly  recognized  as  the  pivotal  facts  in  the  situa- 
tions—determining, as  mdependent  variables,  the 
choices  which  individual  producers  and  individual 
consumers  make  between  the  alternatives  open  to 
them,  and  at  the  same  time  determined,  as  dependent 
variables,  by  the  aggregate  selective  process. 

But  the  real  significance  attached  to  the  subject 
of  price  in  pure  economic  theory  has  been  in  general 
much  less  than  one  would  infer  from  its  apparent 
prominence.  For  the  notion  of  price  has  figured  in 
large  part  as  a  convenient  and  workable  substitute 
for  the  supposedly  more  general,  tho  more  cumbersome, 
concept  of  exchange  value.  In  other  words,  so  far 
as  the  pure  theory  of  exchange  has  been  couched  in 
terms  of  price,  it  has  been  felt  that  the  procedure  in- 
volved some  sacrifice  of  scientific  rigor,  and  was  to 
be  justified  only  on  accoimt  of  the  simplicity  gained 
in  exposition.!    That   "price  is  value  expressed  in 

^  Even  Manludl,  whoae  theory  is  cast  more  consistently  in  terms  of  price  than  that 
of  any  other  writer  since  Coumot,  explains  (Principles  of  Economics,  5th  ed.,  p.  62) 
that  in  his  treatise  *'  the  price  of  anything  will  be  taken  as  repreeentatlve  of  its  exehance 
value  relatively  to  things  in  general,  or  in  other  words  as  representative  of  Its  genwal 
purchasing  power."    A  more  explicit  statement  is  that  of  Pareto  (Manuel  d*£conomie 
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teiins  of  money  "  is  the  common  formula  by  which 
the  transition  from  one  concept  to  the  other  is  e£fected. 
Ignore  changes  in  the  general  purchasing  power  of 
money  and  prices  become  accurate  measures  of  exchange 
values  and  hence,  in  the  analysis  of  the  market,  ade- 
quate substitutes  for  them. 

From  this  general  trend  of  the  systematic  expositions 
of  economic  theory  rather  than  from  any  unequivocal 
statement  relating  to  the  point  at  issue,  it  may  be 
inferred,  I  think,  that  value  is  very  generally  thought 
of  as  logically  antecedent  to  price.  Value  is  the 
primary,  price  the  derivative  concept.  This  sub- 
ordination of  price  to  value  puts  aside  the  fact  that 
concretely  exchange  values  emerge  only  from  the 
actual  process  of  exchange  (and  there  emerge  as  prices) 
as  of  minor  import  for  the  purposes  of  pure  theory. 
The  only  logical  excuse  for  this  procedure  which  occurs 
to  me  is  that  value  is  the  more  general  of  the  two 
concepts  and  hence  has  some  claim  to  logical  priority. 
But  this  greater  degree  of  generality  is  purchased, 
I  am  inclined  to  think,  at  the  expense  of  precision 
and  reaUty. 

In  most  of  the  definitions  exchange  value  falls  into 
one  or  the  other  of  two  categories.  In  the  one  it 
appears  as  the  general  purchasing  power  or  general 
ratio  of  exchange  of  a  commodity,  a  notion  which  is 
vague  and  abstract  in  the  highest  degree.  The  makers 
of  index  numbers  have  had  to  explain  repeatedly 
that  they  are  dealing  only  with  averages  of  the  varior 

PoUUque,  p.  200):  "  The  general  notion  of  the  price  of  one  commodity  in  terma  of 
another  is  uaefol  in  economic  eoienoe  because  it  eliminates  money.  In  practice  the 
prices  of  all  commodities  are  stated  in  terms  of  one  of  them,  which  is  called  money, 
so  that  it  is  difficult  to  avoid  speaking  of  price  in  this  sense  when  one  is  discussing 
concrete  phenomena.  Even  in  theory  it  is  very  useful  to  introduce  this  notion  at  the 
first.  This,  of  course,  anticipates  the  theory  of  money,  which  ought  to  come  after 
the  general  theory  of  economic  equilibrium,  but  there  Is  no  great  harm  In  this,  6»> 
pedally  If  the  increased  lucidity  in  exposition  which  the  use  of  this  concept  gives  Is 
taken  into  account.'* 
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turns  of  particular  prices;  that  a  measure  of  the  gen- 
eral purchasing  power  of  money  is  not  only  impossible, 
but  inconceivable.  There  is  no  way  in  which  the 
imagination  can  blend  into  one  concept  the  bushels 
of  wheat,  the  tons  of  coal,  and  the  yards  of  cloth  a 
given  amount  of  money  will  purchase.  The  notion 
of  the  "  general  purchasing  power  "  of  money  or  of 
a  commodity  is  not  simply  loose  and  indefinite;  it  is 
meaningless. 

In  the  other  class  of  definitions  value  appears,  not 
as  general  purchasing  power,  but  as  any  one  of  an 
aggregate  of  purchasing  powers.  In  this  sense  a 
commodity  is  said  to  have  not  one  but  many  values, 
corresponding  to  its  specific  ratios  of  exchange  with 
all  other  commodities.  Price,  or  money  value,  appears 
in  this  view  merely  as  one  species  of  a  large  genus. 
It  seems  fairly  clear  that  this  notion  of  value  is  really 
derived,  by  analogy,  from  the  notion  of  price.  Given 
the  ratio  at  which  each  of  two  commodities  exchanges 
for  money  and  it  is  a  matter  of  simple  arithmetic  to 
determine  the  "  value  "  of  each  in  terms  of  the  other. 
Clearly  here  is  something  more  tangible  than  is  the 
notion  of  ''  general  purchasing  power."  But  this 
"  generalized  price  concept "  of  value,  as  it  might  be 
called,  is  not  free  from  difficulties  of  its  own. 

Ostensibly  it  is  not  a  mere  derivative  of  the  notion 
of  price  but  shares  in  the  general  claim  of  the  value 
concept  to  priority  and  independence.  It  leads  to 
the  hypothetical  elimination  of  money  as  an  essential 
part  of  the  mechanism  of  the  market,  and  to  a  view 
of  the  valuation  process  in  which  values  are  pictured 
as  determined  as  tho  under  a  r^^e  of  pure  barter. 
Money  is  brought  in  at  the  end  of  the  process  (for 
exposition's  sake)  as  a  register  or  common  denominator 
of  the  values  reached. 
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Various  objections  to  a  view  of  valuation  from  which 
80  many  of  the  dominant  facts  of  the  actual  market 
have  been  abstracted  suggest  themselves.  That  a 
state  of  pure  barter  is,  even  historically  speaking,  a 
sheer  work  of  the  imagination,  is  perhaps  not  a  relevant 
objection,  if  it  can  be  shown  that  the  hypothetical 
projection  of  an  idealized  state  of  barter  into  the 
framework  of  our  money  economy  really  does  add 
a  substantial  amount  of  simplicity  to  economic  analysis. 
For  a  similar  reason  I  am  not  disposed  to  attach  much 
weight  to  the  obvious  objection  that  the  complexity 
of  the  present  system  of  division  of  labor  and  exchange 
renders  a  general  system  of  barter  altogether  unthink- 
able. Of  more  cogency  is  Professor  W.  C.  Mitchell's 
suggestion  ^  that  the  money  concept  itself  has  been 
an  active  factor  in  giving  purpose,  system,  and  ra- 
tionality to  economic  activity.  Modem  business  is 
conducted  by  men  who  have  learned  to  think  in  terms 
of  money,  and  the  price-making  process  is  largely  in 
their  hands.  But  this  objection,  like  the  others 
mentioned,  presupposes  a  point  of  view  quite  different 
from  that  of  current  economic  theory.  Within  the 
relatively  narrow  limits  of  scope  and  method  which 
economic  theory  has  set  for  itself  can  there  be  foimd 
substantial  reason  for  questioning  the  legitimacy  of 
the  elimination  of  money  in  the  general  view  of  the 
valuation  process  ?  I  believe  that  such  ground  of 
dissent  exists,  and  that  it  is  implicit  in  the  very  natmre 
of  the  theory  of  exchange  value  itself. 

This  theory,  in  whatever  form  it  may  be  presented, 
is  essentially  a  theory  of  the  equilibrium  of  demand 
and  supply.  The  values  with  which  it  deals  are 
supposed  to  be  those  resulting  from  the  efforts  of  buyers 

*  In  hia  paper,  The  Ratloiiallty  of  EooDomio  Activity,  Journal  of  Politioal  Eoonomy , 
▼oL  rvUi,  pp.  208  and  ff. 
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and  sellers  to  seek  their  own  advantage,  under  condi- 
tions which  leave  them  free  to  buy  and  sell  such  things 
as  they  please  and  to  buy  and  sell  more  or  less  of  these 
things.  Back  of  all,  the  tendency  toward  the  equilib- 
rium of  m^^rginRl  satisfactions  and  marginal  costs 
operates  as  a  controlling  factor.  Moreover,  the  values 
which  would  be  determined  if  equilibrium  could  be 
achieved  are  consistent  one  with  another.  That  is, 
in  order  to  ascertain  the  value  of  A  in  terms  of  B, 
it  would  be  sufficient  to  know  the  values  of  A  and  of 
B  in  terms  of  C  Now  this  fundamental  postulate 
of  value  theory  of  a  tendency  toward  a  static  equilib- 
rium is  thoroly  inconsistent  with  the  other  postulate 
of  a  hypothetical  state  of  piu^  barter.  In  barter 
there  is  no  efficient  tendency  toward  a  definite  equilib- 
rium. So  far  as  the  ratio  of  exchange  between  any 
two  commodities  is  concerned  an  equilibrium  point 
might  conceivably  be  reached,  but  it  would  be  only 
one  of  an  indefinite  number  of  possible  points.^  And 
it  would  be  quite  unreasonable  to  expect  that  there 
should  be  any  mutual  consistency  between  the  ratios 
of  exchange  thus  accidentally  reached. 

The  fact  is  that  in  treating  exchange  values  as 
money  prices  in  the  analysis  of  supply  and  demand 
we  are  really  doing  more  than  availing  ourselves  of  a 
convenient  method  of  exposition.  We  are  using  a 
necessary  and  integral  part  of  the  analysis.  The 
lucidity  which  the  premising  of  a  general  medium  of 
exchange  adds  to  economic  analysis  (as  in  the  theory 
of  supply  and  demand  ai  a  price)  is  only  a  reflec- 
tion of  the  precision  and  determinateness  which  the 
use  of  money  gives  to  the  actual  operations  of  the 
market. 

>  For  the  proof  of  this  statement  the  reader  Is  referred  to  Marshall,  Piinelplsi  of 
EeoDomios,  6th  ed.,  Appendix  F. 
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Thus  far  I  have  dealt  only  with  some  of  the  logical 
aspects  of  the  subordination  of  price  to  value.  It  is 
easily  possible  that  the  real  explanation  of  this  pro- 
cedure is  historical  rather  than  logical.  More  specif- 
ically; I  suggest  that  it  may  be  a  heritage  of  the 
interest  which  Adam  Smith  and  his  immediate  followers 
took  in  the  problem  of  "  the  real  measure  of  value."  ^ 
Both  the  theory  of  national  wealth  and  the  theory  of 
distribution  seemed  to  demand  a  better  measure  of 
wealth  than  that  afforded  by  money  prices,  with  their 
continual  fluctuations.*  From  this  source  two  diver- 
gent streams  of  theory  have  flowed.  On  the  one  hand 
we  still  seek  for  an  '^  ultimate  standard  of  value." 
But  here  the  problem  is  an  essentially  practical  one 
with  distinctly  ethical  bearings.  It  is  discussed  in 
the  literature  dealing  with  index  numbers  and  with 
the  general  problem  of  the  standard  of  deferred  pay- 
ments. It  has  no  direct  relation  to  the  pseudo- 
mechanical  problem  of  economic  equilibrium.  And 
on  the  other  hand  we  have  continued  to  busy  oiu*selves 
with  the  problem  of  the  real  measure  of  value  in  the 
sense  of  the  exact  measure  of  value.  Here  the  marginal 
utility  concept  holds  the  field.  But,  as  previously 
suggested,  there  is  nothing  in  the  marginal  utility 
analysis  that  prevents  a  frank  recognition  of  the 
dominance  of  the  r61e  played  by  money  prices  in  the 

>  See  on  this  subject,  T.  8.  Adams,  Index  Numbers  and  the  Standard  of  Value, 
Journal  of  Political  Economy,  toI.  z,  eepedally  pp.  13  and  14. 

*  This  statement  is  not  oflfered  as  a  complete  explanation  of  the  preoccupation 
of  the  early  economists  with  the  problem  of  the  real  measure  of  value.  It  seems  prob- 
able that,  ss  various  writers  have  suggested,  the  general  trend  of  yet  earlier  economic 
thought  (running  back,  very  likely,  to  the  analysis  of  money  as  a  "  recognised  repre- 
sentative of  demand  "  and  a  *'  universal  standard  of  measurement  *'  in  Aristotle's 
Nichomachean  Ethics,  Book  V,  oh.  ix),  the  philosophical  and  Juristic  preconceptions 
oi  the  economists  themselves,  and  the  influence  of  the  dominating  principles  of  the 
physical  sdenoe  of  the  day  must  all  be  taken  into  account.  It  may  be  noted  in  this 
connection  that  the  thing  sought  was  not  a  *'  r«al  measure  of  value  '*  in  any  but  a 
transcendental  sense. 
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system  of  economic  equilibrium.  From  utility,  up 
through  marginal  utility,  subjective  value,  and  ex* 
change  value,  to  price,  is  a  long  and  slippery  road. 
Marginal  utility,  like  price,  may  be  said  to  be  a  rd- 
atively  simple  concept,  derived  from  the  concrete 
facts  of  experience.  Value,  on  the  other  hand,  is  an 
abstraction  of  a  very  loose  and  indefinite  sort.  To 
pass  directly  from  the  analysis  of  demand  to  the 
analysis  of  price  would  reduce  the  dangers  that  spring 
from  the  ever  present  tendency  to  treat  abstractions 
as  realities.^ 

Moreover,  frank  recognition  of  the  fact  that  the  value 
concept  is  a  derivative  of  the  phenomena  of  price 
would  be  attended  with  no  substantial  modification 
of  the  general  character  of  the  theory  of  exchange. 
What  now  passes  as  a  concession  to  the  exigencies  of 
exposition  would  stand  forth  without  apology  as  a 
prime  factor  in  the  situation.  This  would,  however, 
be  a  change  of  emphasis,  and  as  such  it  would  be  whole- 
some.^ For  there  are  indications  that  we  have  long 
since  passed  the  point  of  diminishing  returns,  so  far 
as  added  refinements  in  the  general  theory  of  economic 
equilibrium  are  concerned.    What  is  needed  is  an 

1  An  admirable  examine  of  the  poMlbUltlee  of  this  direct  foim  of  treatment  may 
be  found  In  Mr.  Wloksteed'e  recent  book.  The  Common  Sense  of  PoUttoal  Eoonomy, 
oh.  1-vl.  On  the  general  logical  difficulties  arising  from  the  hjnXMtatlsing  of  ab- 
stractions see  H.  A.  Aiklns,  Logic,  oh.  v. 

*  In  1900  the  Railway  Woild  obtained  the  opinions  <^  a  large  number  of  economists 
on  the  question  whether  there  could  be  said  to  be  a  distinction  between  "  real  prices  *' 
and  "  nominal  [or  money]  prices,"  corresponding  to  the  common  distinction  between 
"  real  wages  **  and  "  nominal  wages.'*  The  majority  of  the  answers  were  In  the 
affirmative.  Professor  C.  W.  Mister  went  so  far  as  to  imply  that  money  prices  were 
"  apparent  "  and  "  real  prices  "  were  actual.  This  seems  to  me  to  be  transcendental 
metaphysics  of  an  extreme  sort.  On  the  point  at  Issue  I  find  myself  in  absolute  accord 
with  Professor  H.  J.  Davenport,  that  *'  to  talk  of  real  as  against  nominal  prices  Is 
terminological  nonsense,"  and  with  Professor  D.  R.  Dewey,  who  said,  '*  The  question 
Is  absurd.  There  is  but  one  kind  of  prices."  The  distinction  does  not  even  have  a 
pragmatist*s  Justification,  for,  as  Professor  T.  8.  Adams  suggested,  the  problem  at 
hand  (the  possible  Justification  of  Increasing  railway  rates  on  account  of  the  rise  in  the 
general  price  level)  should  have  been  approached  In  another  way.  See  the  pamphlet 
on  Depreciated  Currency  and  Diminished  Railway  Rates,  Philadelphia,  1009. 
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analysis  of  the  actual  mechanism  of  the  price-making 
process.  There  should  be  no  room  for  such  crudities 
as  even  an  implied  determination  of  prices  by  the 
comparison  of  the  ''  values  of  commodities  "  and  the 
(independently  determined)  "  value  of  money."  In 
shorty  such  a  change  should  make  it  easier  for  eco- 
nomics to  assume  the  yet  vacant  place  awaiting  it 
mong  the  positive  sciences. 

II 

When  we  leave  the  pure  theory  of  exchange  and  pass 
to  that  general  group  of  problems  and  theories  in  which 
value  figures  as  a  measure  of  the  existing  stock  of 
wealth  or  of  any  part  of  that  stock  we  encounter  diffi- 
culties of  quite  a  different  sort.  Here  economists 
have  generally  been  content  to  speak  of  value  in  the 
sense  of  money  value.  This  may  be  due  to  the  practi- 
cal difficulties  in  the  way  of  any  other  procedure, 
or  to  a  realization  that  the  summation  of  '^  general 
purchasing  power  "  is  akin  in  principle  to  an  attempt 
to  determine  the  weight  of  the  solar  system.  Yet 
even  in  this  sense  value  is  not  equivalent  to  price. 
Prices  emerge,  as  concrete  facts,  only  in  the  process 
of  exchange,  and  only  in  the  process  of  exchange 
does  money  actually  ''measure  value."  Value,  as 
applied  to  a  stock  of  goods,  is  nothing  more  or  less 
than  impiUed  price.^ 

The  grounds  and  the  purposes  of  the  imputation 
vary.  It  may  take  the  form  of  a  merchant's  appraisal 
of  his  stock  on  hand;  it  may  result  from  the  assess- 
ment of  property  for  taxation,  or  its  "  valuation " 
for  purposes  of  public  control;   it  may  arise  from  a 

1  Pnrfenor  Inrlng  Ftaher's  definition  of  value  reitrteta  it  to  this  particular  uaage. 
"The  Tslue  of  coods  is  the  firoduet  of  their  quantity  multlpUed  by  their  prioe."  See 
The  Nature  of  Capital  and  Income,  p.  986. 
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statistician's  efforts  to  reach  an  estimate  of  national 
wealth;  finally,  it  may  be  implied  in  such  economic 
theories  as  those  in  which  ^^  capital ''  is  made  to  consist 
of  all  wealth,  measured  in  terms  of  money  value.  Leav- 
ing aside  the  cases  in  which  the  imputation  is  a  judgment 
of  ''  what  price  ought  to  be/'  ^  as  involving  an  ethical 
rather  thim  a  purely  economic  problem,  the  general 
method  of  imputation  may  be  said  to  consist  of  the 
establishment  of  hypothetical  prices  for  all  the  units 
of  a  stock  of  goods  on  the  basis  of  the  current  prices 
received  and  paid  for  similar  units  of  similar  goods. 
In  the  case  of  non-reproducible  goods,  and  to  a  greater 
or  less  extent  in  the  case  of  all  non-standardized 
goods,  the  process  of  imputation  necessarily  involves 
varying  degrees  of  estimate  and  guesswork.  More- 
over, as  will  be  indicated  presently,  much  depends 
upon  the  legitimacy  of  assuming  that  '^  similar  units  " 
as  well  as  ^'  similar  goods  "  are  to  be  dealt  with. 

It  may  be  objected  that  in  fact  other  methods  of 
valuation  than  the  imputation  of  current  prices  to  a 
stock  are  used.  "  Physical  valuation,"  for  purposes 
of  public  control  might,  for  example,  be  cited.  Physi- 
cal valuation  is  assuredly  not  an  attempt  to  get  at 
the  price  of  a  business  undertaking  considered  as  a 
unit;  nevertheless  when  it  deals  with  "  reproduction 
costs"  it  is  an  imputation  of  current  prices  to  the 
separate  parts  of  the  material  equipment  of  a  business 
unit.  When  it  deals  with  ''  the  origiQal  cost  of  pro- 
duction "  physical  valuation  is  not  valuation  at  all, 
but  simply  a  measure  of  the  investment  of  capital 
Or,  again,  it  might  be  urged,  with  apparently  greater 
cogency,  that  the  valuation  of  income-jdelding  goods 
is  in  essence  a  capitalization  of  the  income  jdelded. 

1  Corretpondlnc  to  the  definition  of  value  which  President  Hadley  prafen.  Sat 
hie  Eeonomloe,  p.  92. 
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This  point  has  a  direct  bearing  on  the  fundamental 
assumptions  of  certain  latter  day  economic  theories, 
and  so  deserves  examination  in  some  detail. 

That  the  method  of  capitalization  is  actually  used 
as  a  method  of  imputation  cannot  be  denied.  But  the 
essential  question  is  whether  this  method  affords,  in 
a  rigorous  sense,  a  deUrminatUm  of  value,  or  whether 
it  is  merely  a  convenient  mode  of  reaching  an  estimate 
of  value.  I  am  inclined  to  take  the  latter  view.  In 
fact,  if  one  holds  that  the  value  concept  is  a  derivative 
of  the  notion  of  price,  and  that  the  value  of  a  stock 
is  a  matter  of  imputed  price,  no  other  view  seems 
possible.  Among  the  things  bought  and  sold  in  the 
market  are  securities  and  commodities  that  have 
more  or  less  definite  potencies  in  the  way  of  conveying 
money  income  to  their  owners.  The  forces  of  the 
market  tend  to  establish  definite  prices  for  such  com- 
modities and  securities,  and  hence  to  establish  definite 
ratios  between  incomes  of  given  amounts  and  of 
given  degrees  of  certainty,  spontaneity,  and  futurity, 
and  the  prices  of  the  income  bearers.  In  the  absence 
of  evidence  more  directly  to  the  point,  the  ratios  or 
rates  of  capitalization  thus  established  for  the  incomes 
from  certain  kinds  of  goods  and  securities  may  be  used 
as  the  means  of  imputing  price  to  similar  goods  and 
securities,  not  currently  priced  in  the  market,  but 
with  known  or  estimated  income-yielding  power.^ 

The  possible  objection  that  the  ''  forces  of  the 
market "  thus  invoked  are  themselves  in  large  part 
the  resultants. of  the  ratios  at  which  individuals  sub- 
jectively equate  future  incomes  to  present  values 
is  not  to  the  point.    For  we  are  dealing  with  market 

>  Buoh,  for  example,  waa  predaely  the  method  followed  by  the  experts  employed 
by  the  Interstate  Condmerce  Commission  and  the  Bureau  of  the  Census  In  esUmatlng 
the  eommerdal  valuation  of  the  railways  of  the  United  States.  See  Bulletin  21  of 
the  Bureau  of  the  Census,  1904. 
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valueSi  which,  so  far  as  each  individual  is  concerned, 
must  be  held  to  be  objectivdy  determined  and  ob- 
jectively measurable.  Considerations  essentially  simi- 
lar to  those  outlined  above  hold,  mutatis  mutandis, 
with  respect  to  the  pseudo-capitalization  of  "  psychic 
income,"* 

The  value  of  a  stock,  then,  as  an  economic  concept, 
may  be  taken  to  be  a  derivative  of  the  fact  that  partic- 
ular units  of  the  stock  are  exchanged  or  are  estimated 
to  be  exchangeable  at  certain  prices.  The  value  of 
a  homogeneous  stock  is  got  by  multiplying  the  number 
of  units  in  the  stock  by  the  price  per  unit.  For  the 
most  part  economists  have  not  thought  it  necessary 
to  mark  a  distinction  between  the  price  of  the  units 
exchanged  and  the  value,  or  imputed  price,  of  the 
units  not  exchanged.  But  Coiu-not  ^  and  a  few  other 
writers  have  deemed  it  worth  while  to  call  attention 
to  the  simple  and  elementary  fact  that  the  maintenance 
of  the  level  of  current  prices  is  dependent  on  not 
overcrowding  the  market.  Not  all  the  units  of  any 
considerable  stock,  such  as  the  stock  of  wheat,  could 
be  sold  at  one  time  at  current  prices,  nor  on  the  other 
hand,  could  buyers  of  any  good  substantially  increase 
their  purchases  except  at  increased  prices. 

The  legitimacy  of  the  notion  of  the  value  of  a  stock 
seems  to  hinge  on  the  fact  that  presmnably  any  one 
unit  of  the  stock  may  be  added  to  the  amount  sold 


1  The  forecoliig  dlMuaalon  Is,  I  think,  In  eMentlal  hmmiony  with  the  thecto  maia- 
talned  by  Professor  H.  J.  Dawnport,  In  his  paper  on  Capttaliaation  and  Idaiket 
Value,  Yale  Review,  vol.  six,  p.  132  (Aug.,  1910). 

*  "  Under  this  oonoeptlon  [a  sum  of  exehangeable  values]  wealth  has  doubtleos  only 
an  abstract  existence;  for,  strictly  speaking,  of  all  the  things  on  whtoh  we  set  a  priee, 
or  to  which  we  attach  a  value  In  exchange,  there  are  none  always  exchangeable  at 
will  for  any  other  commodity  of  equal  price  or  value."  —  Mathematical  Principles 
of  the  Theory  of  Wealth,  Eng.  transl.,  p.  9. 
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without  substantially  affecting  the  price.  The  im- 
puted exchange  value  seems  to  hold  rigidly  for  the 
particular  units  of  a  stock,  taken  one  at  a  time.  If 
it  were  not  that  it  would  put  an  additional  burden 
on  an  already  hard-worked  adjective,  it  might  be 
insisted  that  exchange  value,  after  all,  is  only  marginal 
vdhie.  For  all  except  the  marginal  units  the  imputed 
value  is  purely  hypothetical,  subject  only  to  the  limits 
set  by  the  existing  potential  demand  and  existing 
potential  supply.  As  Jevons  suggested,  *  the  theory 
of  demand  and  supply  is  properly  a  theory  of  rate  of 
demand  and  rate  of  supply. 

A  slender  stream  of  goods  flows  through  the  market 
from  sellers  to  buyers,  and  at  the  point  of  exchange 
this  flow  is  equated  (in  terms  of  price)  to  the  stream 
of  money  (and  money  substitutes)  flowing  in  the 
opposite  direction.  The  vague  outlines  of  a  dynamic 
theory  of  price  are  easily  imaginable.  Such  a  theory 
might  analyze  the  forces  controlling  the  volumes 
and  rates  of  flow  of  particular  kinds  of  commodities, 
and  the  volumes  and  rates  of  flow  of  the  parts  of  the 
money  stream  to  which  these  are  equated  in  the  market. 
It  could  not  be  expected  that  such  a  theory  would 
lead  to  conclusions  substantially  different  from  those 
reached  by  the  analysis  of  the  forces  tending  to  static 
equilibrium,  and  it  would  be  decidedly  more  cumber- 
some. But  the  use  of  the  static  method  has  tended 
to  falsify  our  view  of  the  facts  in  some  particulars. 

Seizing  a  moment  when  the  two  streams  are  running 
smoothly  and  steadily  (corresponding  to  the  condition 
of  static  equilibrium)  we  imagine  them,  in  effect,  to 
be  suddenly  congealed.  Then,  with  this  tactical 
advantage,  we  devote  ourselves  to  a  painstaking 
analysis  of  the  proximate  factors  determining  the 

>  Tbeory  of  PoUtlotl  Economy,  3d  ed.,  p.  64. 
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prices  of  the  goods  which  happened  to  be  thus  arrested 
at  the  very  moment  when  they  were  passing  through 
the  narrow  channel  of  exchange.  But  to  be  satisfied 
with  this  achievement  would  be  to  fall  short  of  the 
opportunity  for  system  making.  So  we  examine  the 
upper  reaches  of  the  congealed  stream  of  goods,  im- 
puting value  to  everything  we  find,  on  the  basis  of  the 
price  units  discovered  at  the  point  of  exchange. 
Going  still  farther  back  we  subject  to  the  same  Midas- 
like touch  the  upper  reservoirs  of  goods  that  are  usually 
only  drawn  upon  when  the  stream  is  running  dry. 
And  finally,  by  a  supreme  tour  de  force,  we  convert 
into  value  units  those  outljdng  pools  of  intimate 
personal  belongings,  not  customarily  thought  of  in 
terms  of  money  value,  even  by  those  who  prize  them 
most,  and  from  which  normally  only  a  thin  rivulet 
trickles  to  join  the  stream  of  goods  passing  through 
the  market  place. 

In  short,  for  system's  sake,  the  whole  material 
equipment  of  human  living  is  recast  in  molds  fashioned 
after  the  notions  of  catallactics.  This  view  of  things 
is  implicit  in  a  large  part  of  the  body  of  systematic 
economics.  But  I  wish  frankly  to  say  that  in  my 
opinion  the  symmetry  and  logical  completeness  of 
the  systems  of  Professor  Fetter  and  Professor  Fisher 
are  due  in  no  small  part  to  the  fact  that  they  have  gone 
farthest  on  this  road. 


Ill 

If  the  value  of  a  stock  is  a  matter  of  imputed  price, 
and  if  this  is  in  reality  an  accurate  measure  only  for 
the  marginal  units  of  a  stock,  the  size  of  unit  to  be 
employed  in  the  imputation  becomes  a  matter  of  some 
importance.    The  value  got  by  dividing  the  stock 
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into  the  smallest  possible  units  will  be  the  maximum; 
the  value  got  by  considering  the  whole  stock  one 
unit  will  be  a  miniTnum.  This  suggestion  should 
not  be  confused  with  the  objections  urged  by  Mr. 
Hobson  and  others  against  the  theories  of  marginal 
productivity  and  of  marginal  utility  on  the  fallacious 
ground  that  the  results  reached  depend  upon  the  size 
of  the  units  chosen.  For  these  theories  deal  with 
changing  ratios  (of  utiUty  to  quantity  or  of  product 
to  labor)  and  in  whatever  form  they  axe  stated  there 
is  implied  in  them  the  mathematical  notion  of  a  limit- 
ing ratio.  ^  There  is  no  implication  of  this  sort  in 
the  ordinary  conception  of  the  value  of  a  stock  of  goods. 
Here  we  have  to  deal  with  the  imputation  of  market 
prices  to  concrete  units  of  definite  size. 

An  example  taken  from  actual  experience  may  serve 
to  make  the  matter  clear.  A  forty-acre  tract  of  land 
on  the  outskirts  of  a  small  village  was  assessed  for 
taxation  on  the  basis  of  an  actual  value  of  $8000, 
or  $200  per  acre.  Half  of  one  acre  was  subsequently 
sold  as  a  building  lot,  and  assessed  at  $400,  or  $800 
per  acre.  As  the  buildii^  lot  was  not  taken  from  the 
best  located  part  of  the  tract,  its  owner  made  complaint 
of  over^assessment.  A  little  investigation  showed 
that  tho  several  more  building  lots  of  the  same  size 
could  be  sold  at  or  near  a  price  equivalent  to  $800 
per  acre,  the  tract  as  a  whole  could  not  be  sold  for 
much  more  than  $200  per  acre.  Any  one  acre,  taken 
by  itself,  was  worth  $800;  yet  to  have  multiplied  this 
amount  by  the  number  of  acres  would  have  given 
the  absurdly  high  total  value  of  $36,000.  What,  by 
the  method  of  price  imputation,  was  the  total  value 
of  the  tract  ? 

>  AH  of  which  Is  explaliied  In  noii-matheinAtlcal  fashion  and  with  palnwtaVing 
hi«ldtt3r  In  Wlekateed'i  The  Common  Senae  of  Poiltleal  Eoonomy,  Book  I,  eh.  U. 
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The  foregoing  illustration  involves  more  thaii  the 
principles  implied  in  the  imputation  process,  i.  e. 
that  the  market  must  not  be  overcrowded  and  that 
the  rate  of  supply  is  supposed  to  be  normal.  The 
fact  seems  to  be  that  the  price  of  building  lots  and 
the  price  of  the  tract  as  a  imit  were  affected  by  and 
adjusted  to  entirely  different  conditions  of  demand. 
The  example  is  probably  an  extreme  one.  But  that 
the  total  value  of  a  tract  of  land  depends  in  part 
upon  the  way  in  which  it  is  subdivided  is  an  unques- 
tionable fact  of  real  estate  operations. 

The  field  of  corporation  finance  furnishes  similar 
problems.  The  sum  of  the  value  of  the  disintegrated 
parts  of  a  corporation's  material  equipment  together 
with  the  value  of  its  franchise,  if  this  can  be  sold 
separately,  is  one  thing;  the  price  which  the  corpora- 
tion's assets  as  a  whole  would  bring  under  the  hammer 
is  another  thing;  and  the  total  value  of  the  outstanding 
securities  of  a  corporation  may  be  yet  another  thing. 
Here  again  the  essential  thing  in  the  situation  is  the 
fact  that  the  equities  in  the  corporation's  property 
may  be  subdivided  in  different  ways,  and  that  the 
field  of  demand  varies  with  the  method  of  subdivision. 

Take,  for  example,  the  problem  of  the  value  of  a 
corporation's  securities.  Here,  as  in  the  case  of  some 
railroad  corporations,  the  bulk  of  the  stocks  and  . 
bonds  may  be  securely  held  for  purposes  of  investment 
and  control.  The  value  imputed  to  these  is  derived 
from  the  prices  of  the  relatively  small  part  of  the 
securities  which  happen  to  figure  actively  on  the 
stock  exchange.  Disregarding  the  element  of  control, 
which  is  an  abnormal  peculiarity  under  Ammcan 
railroad  conditions  and  hence  negligible  for  the  present 
reasoning,  and  assuming  that  the  rate  of  supply  is 
not  under  any  circumstances  apt  to  be  extremely 
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high,  this  method  of  unputation  may  be  said  to  give 
fairly  precise  results  in  such  cases.  For  such  securities 
are  distinctly  marketable  goods,  and  their  market  is 
highly  organized  and  elastic. 

But  the  fact  remains  that  the  total  value  of  the 
equities  in  a  corporation  depends  on  the  way  in  which 
they  are  subdivided.  Bonds  of  small  denominations 
find  a  market  not  open  to  bonds  of  larger  denomina- 
tions. Moreover,  in  a  complexly  capitalized  cor- 
poration, the  classification  of  securities  is  such  that 
it  offers  to  buyers  of  incomes  a  carefully  graded  assort- 
ment of  risks.  This  maximises  the  selling  or  capital 
value  of  a  coiporation's  income-earning  power.  Differ- 
ent levels  of  demand  are  tapped  and  the  result  is 
better  than  if  the  curve  of  diminishing  buyers'  prices 
for  any  one  level  were  followed  too  far.  Preferred 
stocks  may  sell  readily  when  bonds  are  a  drug  in  the 
market.  That  changes  in  total  value  are  affected 
by  a  skilfidly  conducted  railroad  reorganization  (even 
when  no  new  capital  is  invested  and  net  earning  power 
is  not  increased)  is  well  known. 

All  these  considerations  may  have  some  bearing 
on  practical  problems  of  assessment  and  of  public 
valuation.  It  is  possible  that  they  deserve  some 
consideration  in  connection  with  any  theory  which 
deals  with  the  notion  of  ''  total  wealth  measured  in 
terms  of  money  value,"  altho  I  am  disposed  to  regard 
them  as  of  relatively  less  significance  than  the  more 
general  views  suggested  in  the  second  division  of  this 
paper. 

There  remains  the  problem  of  the  bearing  of  the 
general  limitations  of  the  value  concept  on  the  statisti- 
cal problem  of  the  measurement  of  national  wealth. 
If  value  is  not  additive,  of  what  significance  is  the 
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statistical  suimuation  of  the  wealth  of  a  country  ?  ^ 
It  might  be  thought  that  the  validity  of  the  statistical 
undertaking  stands  or  falls  with  the  validity  of  the 
theoretical  notion  of  total  wealth  measured  in  terms 
of  value.  But  over  and  beyond  the  fact  that  we 
should  expect  to  find  in  our  theoretical  notions  a  degree 
of  precision  not  attainable  in  statistical  practice, 
the  statistical  undertaking  stands  on  firmer  ground. 

The  total  wealth  with  which  it  deals  is  avowedly 
only  the  sum  of  the  wealth  of  individuals.  An  in- 
dividual's wealth  includes  generally  only  a  small 
fraction  of  the  stock  of  any  commodity,  and  the 
difiSculties  to  be  taken  into  accoimt  are  mostly  of  the 
relatively  minor  kind  encountered  in  the  assessment 
of  property  for  purposes  of  taxation.  Income  statistics 
being  lacking,  an  individual's  wealth  constitutes 
the  only  available  index  of  his  economic  well-being. 
The  summation  of  wealth  for  the  nation,  divided  by 
the  number  of  families,  gives  a  roughly  acc\u*ate 
notion  of  the  general  diffusion  of  well-being.  The 
estimate  of  national  wealth  would  be  justifiable,  even 
tho  it  meant  nothing  in  itself,  since  it  leads  roughly  to 
a  result  that  does  mean  something.  Taken  by  itself  it 
gives  us  merely  the  sum  of  the  imputed  prices  of 
individual  property  rights. 

Allyn  a.  Young. 

Habyabd  Univbbsitt. 


>  Diaresftrdiiig  the  weU-known  practical  difficulties  of  the  undertakloc.  Oa  eome 
of  the  aapeota  of  the  question  sugfested  in  the  text  one  may  consult  with  profit  Emile 
Chatelatn,  De  I'Sraluation  du  Gapltal  National,  Revue  d*£conomle  Politique,  vol. 
xsl,  pp.  861  and  ff. 
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SUMMARY 

Doctrinal  supremacy  of  Wealth  of  NatioDs  from  1776  to  1810, 
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period,  431.  — Defect  in  Adam  Smith's  theory,  436.— The  Bank 
Restriction  of  1797,  441. — The  writings  and  influence  of  Boyd, 
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More  than  a  generation  separated  the  appearance  of 
Adam  Smith's  "Wealth  of  Nations"  in  1776  from  the 
publication  of  David  Ricardo's  "High  Price  of  Bul- 
lion" in  1810.  Memorable  as  these  years  were  with 
events  in  the  industrial  life  of  England,  they  witnessed 
but  little  change  in  the  prevailing  body  of  economic 
thought.  The  "Wealth  of  Nations/'  despite  Hume's 
lament  that  the  two  stately  quartos  required  too  much 
thought  and  reflection  to  be  popular,  reached  a  tenth 
edition  in  1799.*  In  the  political  world,  Grenville 
in  1800  could  remind  Pitt  of  their  common  conviction 
as  to  "the  soundness  of  Adam  Smith's  principles  of 
political  economy."'  In  academic  circles,  Dugald 
Stewart  was  Adam  Smith's  successor  in  office  and  in 
spirit  in  the  University  of  Edinburgh,  attracting  from 
1800  on  a  notable  group  of  gift^  students  to  his 
eloquent  exposition  of  the  "Wealth  of  Nations."*  In 
the  intellectual  field,  young  men  like  Francis  Homer, 

>  Rm,  Lifa  of  Adam  Smith  (1806),  pp.  286.  293. 

•  O.  B.  8mlth.  OrenvlUe  (quoting  Stanhope'i  Life  of  Pitt)  In  Palgnve,  Dletionary 
of  Piolttledl  Boooomy. 

•  Veltdi,  A  Memoir  of  Dugald  Stewart.  In  Stewart'a  Worka  (ed.  Hamilton,  1868). 
Tol.  s,  p.  hr. 
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Lord  Wdbb,  James  Mill,  and  Thomas  Chalmefs  were 
supplementing  legiJ  and  theological  studies  by  critical 
reading  of  Adam  Smith's  text. 

There  was  some  minor  dissent  from  certain  of  Adam 
Smith's  conclusions:'  Dugald  Stewart  seems  to  have 
been  leas  of  the  docile  expositor  and  more  of  the  inde- 
pendent critic  than  he  would  have  us  believe.  James 
Anderson  stood  out  vigorously  for  the  utility  of  corn- 
law  bounties.  Jeremy  Bentham  filed  a  cog^t  brief 
against  the  impolicy  of  usury  laws.  Malthus  exposed 
the  weakness  of  Adam  Smith's  reasoning  in  the  matter 
of  poor-law  relief.  The  EsuA  of  Lauderdale  distin- 
guished with  much  acuteness  the  concepts  of  puUic 
wealth  and  private  riches,  and  Tiemey,  in  the  Com- 
mons debate  upon  the  bill  to  prevent  the  forestalling 
of  live  cattle,  declared  that  if  the  poor  were  to  rise  in  a 
mass  on  account  of  the  high  price  of  meat,  ''the  right 
honorable  gentleman  would  prefer  the  riot  act  to  all 
the  reasonings  of  Adam  Smitli."' 

But,  withal,  the  supremacy  of  the  ''Wealth  of 
Nations"  remained  in  1810  still  unquestioned.  The 
influence  of  J.  B.  Say's  "  Traits  "  —  first  published  in 
1803  —  was  not  felt  in  England  until  a  decade  later. 
Malthus,  in  1824,  used  the  term  "  the  new  school  of 
political  economy"  to  distinguish  the  doctrines  of 
Ricardo,  Mill,  and  McCulloch  from  those  of  Adam 
Smith;'  but  to  Lord  King,  in  1803,  the  same  phrase 
"old  and  new  systems  of  political  economy"  still 
meant  the  opinions  of  the  mercantilists,  on  the  one 
hand,  in  contrast  to  those  of  Hume,  the  Physiocrats, 

>  HoOMidar.  DaTid  Rleutlo  (1010).  pp.  20-21. 

•  PmUmmaUit  Hiftory,  roL  sozUl,  825  (June  20. 1707). 

•  QoHtaljr  Iteiriew.  January.  1824;  ef.  Bonar,  Maltbua  and  his  Woik  (1886). 
pp.  276-281. 
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and  Adam  Smith  on  the  other.  ^  Even  Francis  Homer, 
independent  thinker  and  critic  that  he  was,  declining  in 
1803  a  publisher's  invitation  to  furnish  a  set  of  notes  for 
a  new  edition  of  the  "  Wealth  of  Nations,"  wrote  to 
Thomas  Thomson  of  ''the  superstitious  worship  of 
Smith's  name  " ;  and  added, "  his  popular  and  plausible 
and  loose  hypothesis  is  as  good  for  the  vulgar  as  any 
other."* 

But  in  one  particular  field  —  the  theory  of  money  — 
there  was  marked  advance.  Here  as  elsewhere  Adam 
Smith's  exposition,  partial  and  defective  tho  it  was, 
prevailed  for  a  score  of  years  without  dissent.  But  in 
1797  came  the  Bank  Restriction.  The  extraordinaiy 
series  of  monetary  events  leading  up  to  and  growing  out 
of  the  suspension  subjected  the  accepted  doctrines  to 
new  and  unfamiliar  tests,  and  f ocussed  the  attention  of 
a  remarkable  succession  of  keen  minds  upon  underly- 
ing principles.  The  result  was  that  in  the  decade 
from  1797  to  1807  the  theory  of  money  underwent 
substantial  modification,  and  attained  the  sure  outline, 
if  not  the  full  detail,  in  which  it  figured  in  economic 
thought  for  the  next  half  century. 

It  has  been  customary  to  ascribe  this  reconstruction 
of  monetary  opinion  to  Ricardo  and  the  Bullion  Com- 
mittee, with  at  best  minor  acknowledgment  of  the 
work  of  immediate  predecessors.*  But  as  a  matter  of 
fact,  Ricardo's  initial  service —  and  Ricardo  himself  was 
unmistakably  insistent  as  to  this  —  was  as  expositor 

1  Thooshts  (m  the  RMtrtetlon  of  Payments  In  Speole  at  the  Banks  of  England 
and  InlaBd  (1803).  pp.  88-39. 

*  Homer  (ed.),  Memoln  and  Correepondenoe  of  Franels  Horner  (1848),  vol.  t, 
p.  389. 

•  Thus  Hoffmann,  Kritlwdie  Dosmenfeechlohte  der  CMdwerttheorten  (1907). 
Kap.  U;  Whltaker.  The  Rleaxdlan  Theoiy  of  Gold  Moremente,  In  Quarterly  Jonmal 
el  Beonomice,  February,  1904.  More  rarprialnc  la  the  eUtement  (J.  F.  Johnson, 
MoMT  and  Cumney,  1906,  p.  203)  that  Bleaido  was  a  member  of  the  BuUon  Com- 
lamee,  being  selected  as  a  representatlTe  eoonomlstl 
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and  controversialist,  and  his  earliest  pamphlet  in  1810 
was  designed  as  an  explicit  restatement  of  what  had 
been  already  said  and  written.  In  the  years  that 
followed,  Ricardo  made  real  and  distinguished  con- 
tribution to  the  development  of  monetary  theory  and 
practice;  but  his  starting  point  here  was  not,  as  in  the 
case  of  his  general  economic  thought,  Adam  Smith, 
but  a  body  of  monetary  doctrine  di£Ferent  from  and 
in  advance  of  that  set  forth  in  the  '^Wealth  of  Nations." 
The  purpose  of  the  following  pages  is  to  make  dear 
this  development  of  the  theory  of  money  from  the  form 
in  which  it  was  enimciated  by  Adam  Smith  to  that  in 
which  it  may  be  regarded  as  Ricardo's  intellectual  heri- 
tage. 


The  theories  of  monetary  circulation  current  in 
England  upon  the  eve  of  the  Bank  Restriction  found 
traceable  origin  in  Locke,  detailed  exposition  in  Harris, 
familiar  expression  in  Hume,  critical  qualification 
in  Sir  James  Steuart  and  Montesquieu,  and  definitive 
exposition  in  Adam  Smith.  Less  familiar  writers  — 
Vaughan,  Barbon,  Petty,  Davenant,  North,  and 
Berkeley — were  occasionally  cited  in  confirmation  of 
particular  doctrines  and  in  illustration  of  abstract  pro- 
positions.^ But  serious  students  like  Francis  Homer 
and  Lord  Webb  began  with  Adam  Smith's  famous 
fifth  chapter,  and  thence  worked  their  way  back 
through  Sir  James  Steuart,  Hume,  and  Harris  to  the 
eighteenth  century  liberals.' 

>  Lord  liveipool  and  the  Eul  of  Lauderdale  alone  6iBpli»y%d  any  latter  aoqualn- 
ianoe  with  the  eariy  iwmphlet  literature  on  ourrenoy  and  bankinc> 

*  Homer  (ed.),  Memoln  and  Coneepondenoe  of  IVanoia  Homer  (1843).  toL  1, 
pp.  164-169. 
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The  general  features  of  Adam  Smith's  monetary 
doctrine  were  clearly  defined.^  The  inconveniences 
of  barter  early  lead  to  the  use  of  an  interposed  com- 
modity in  economic  exchange.  Such  a  medium, 
being  itself  subject  to  variations  in  value,  cannot 
be  a  perfectly  accurate  measure  of  value;  but  ex- 
perience has  shown  that  the  precious  metals,  by 
virtue  of  favorable  physical  properties,  are  best  fitted 
to  serve  as  money  materials.  When  both  metals 
are  employed  one  is  designated  as  the  standard, 
and  the  ratio  of  the  other  thereto  is  fixed  either  by 
the  market  or  by  public  law.  The  purchasing  power 
of  a  coin  is  determined  by  intrinsic  content  regardless 
of  its  nominal  designation,  and  the  concurrent  use  of 
two  classes  of  money  of  unlike  quality  is  prevented  by 
the  tendency  of  the  public  to  hoard  the  better  kind. 
The  value  of  the  standard  money  varies  directly  with 
the  number  of  exchanges  to  be  made  and  the  frequency 
with  which  they  are  effected,  and  inversely  with  the 
whole  quantity  of  money  in  use  and  the  rapidity  of 
circulation.  Foreign  commerce  causes  a  distribution 
of  the  standard  money,  and  artificial  attempts  to  in- 
crease a  particular  country's  stock  are  useless  or  mis- 
chievous. Variations  in  the  value  of  money  benefit 
one  class  of  society  at  the  expense  of  another,  appre- 
ciation injuring  the  debtor,  and  depreciation,  the 
creditor  classes.  Any  substantial  difference  between 
the  market  and  the  mint  price  of  bullion  and  any 
heavy  fall  in  the  foreign  exchanges  is  due  to  the  bad 
state  of  the  coinage  and  may  be  promptly  rectified  by 
its  restoration. 

In  the  matter  of  paper  money.  Smith's  expressions 
were  no  less  definite.    The  more  notable  of  his  predeces- 

>  Wealth  of  Nations  (1776),  Book  I,  ohap.  v.  (Of  the  reel  end  nomlBel  prtoe  of 
eommodttlee). 
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8018  —  Hume  and  Hanis  —  writing  a  generation  b^ore, 
when  Scotland  was  menaced  with  a  reckless  extension 
of  bank-note  issues  and  circulating  credit,  had  de- 
nounced such  ''  counterfeit  money/'^  But  Adam 
Smith's  opinions  took  shape  at  a  later  time,  when  the 
fever  had  run  its  course  and  when  the  disastrous  col- 
lapse of  the  Ayr  Bank  and  its  consequences  —  made 
vivid  to  him  by  the  heavy  involvement  therein  of  the 
Duke  of  Buccleugh^  —  threatened  to  bring  all  paper 
issues  into  popular  disfavor.  To  justify  a  useful 
institution  and  at  the  same  time  to  emphasize  the 
saf^uard  essential  to  its  use  were  Smith's  impelling 
motives,  and  his  very  phrases  became  classic.  Money 
is  a  part  of  the  circulating  capital  of  a  society  and  its 
maintenance  occasions  a  corresponding  diminution  of 
net  revenue.  Accordingly,  the  substitution  of  paper 
for  gold  and  silver  replaces  an  expensive  with  a  much 
less  costly  and  sometimes  equally  convenient  instru- 
ment. Of  the  various  kinds  of  paper  money,  promis- 
sory bank-notes  payable  on  demand  are  best  known 
and  adapted  for  this  purpose.*  But  the  total  amount 
of  paper  money  which  the  circulation  of  a  country  can 

1  Hume,  Eamy,  Moral,  Pollttcal,  and  Literary  (Of  Money);  Harrle,  EMay  on 
Money  and  Coin  (1757)  Pari.  I.  p.  101.  In  the  aame  atratn  la  Lord  EUbank,  EaMy  on 
Paper  Money  and  Banking  (1766),  reprinted  In  Lord  Orerstone'i  Searee  and  Valuable 
Traeta  on  Paper  Correnoy  (1867).  Hmne'a  opinions  were  dtoputed  (the  more  notea 
the  Banka  oan  eiroolate  In  this  way,  the  mon  will  Industry  And  tnde  be  prooMrted)  — 
In  Wallaee,  Charaoterlstlos  of  the  Preeent  PoUUcal  State  of  Great  Britain  (1756. 
seetion  on  Paper  Money  and  Banking,  reprinted  In  Lord  Oreistone,  op.  elt.  —  a  pi4wr 
which  eertalnly  does  not  Justify  MoCuUoeh's  verdict  of  "  both  liberal  and  Ingenloaa." 
lUd.,  z).  Bishop  Berkeley's  acute  obeerratlonst  (Querist,  (1010  reprint,  ed.  Hollander). 
Part  1. 1 1  S6-^,  100-286  et  paaslm,  seem  to  hare  excited  conaldeiable  interest  but 
to  have  exerted  little  Influence.  The  author  of  Thoughts  on  Money,  Circulation  and 
Paper  Currency  (Edinburgh,  175^  altho  admitting  (p.  10)  in  the  wpMt  of  Pstty  and 
Hume  that  "Paper  credit  multiplies  money,  and  more  than  a  oertaln  quantity  of 
money  Is  unneceesaiy,"  relapsed  into  the  old  heresies  that  increase  In  the  money 
supply  rsdueed  interest,  increased  employment,  and  augmented  pnpulaitloB. 

*  Rae.  life  of  Adam  Smith  (1805),  pp.  263-266;  also  Mr.  Cannan's  note  to  his 
edition  (1004)  of  Wealth  of  Natlona,  vol.  I,  p.  206. 

•  Wealth  of  Nations  (1776),  vol.  I,  pp.  345,  360. 


THE  THEORY  OF  MONEY  435 

absorb  never  exceeds  the  metallic  money  which  would 
circulate  in  lieu  thereof;  ^  any  excess  of  currency 
must  be  followed  by  an  export  of  bullion.^  This  had 
been  clearly  exemplified  in  the  early  experiences  of  the 
Bank  of  England  and  the  Scotch  banks,  whereby  a 
continuing  policy  of  excessive  note  issue  had  caused  a 
steady  loss  of  bullion  and  a  chronic  replacement  of  the 
Bank's  gold.  Sound  banking  policy  therefore  required 
that  the  note  issues  of  any  particular  bank  should  not 
exceed,  either  in  discount  or  in  cash  accounts,  that 
part  of  its  customers'  capital  which  they  ''would 
otherwise  be  obliged  to  keep  .  .  .  unemployed,  and  in 
ready  money  for  answering  occasional  demands."* 

All  of  this  related  to  convertible  paper.  Adam 
Smith  probably  never  conceived  it  possible  that  the 
Bank  of  England,  the  stability  of  which  he  deemed 
''equal  to  that  of  the  British  government,"  should  sus- 
pend specie  payments.^  The  most  unfavorable  cases 
were  such  as  involved  "  difficulty  or  uncertainty  of  ol>- 
taining  immediate  payment,"  —  the  "  optional  clause  " 
of  the  Scotch  banking  companies,  the  paper  currencies 
of  Yorkshke,  and  the  paper  emissions  of  the  American 
colonies.*  In  such  cases  he  recognized  that  the  paper 
money,  like  so  much  debased  coin,  "  would,  no  doubt, 
fall  more  or  less  below  the  value  of  gold  and  silver," 
and  result  in  an  unfavorable  exchange  with  the  country 
or  district  preserving  an  intact  standard.* 

>  Ibid.,  vol.  I,  p.  377.  >  Ibid.,  voL  1.  p.  352. 

>  Ibid.,  vol.  1.  pp.  364,  867,  871. 

«  Ibid.,  Tol.  I,  p.  387.  »  Ibid.,  vol.  I.  p.  394. 

*  Ibid.,  vol.  I,  pp.  804-895.  Ai  eariy  m  1730  the  author  of  A  Dtseoune  oonoernlnc 
tho  CnrreneiQs  of  the  Brittsh  Flantattone  In  Ameriea  —  undoubtedly  the  **honeet 
•ad  dowarlcht  Doctor  Douflas,"  upon  whom  Admm  Smith  plaoed  full  reUence  — 
deeived  m  to  the  ciolontal  ounendes,  "  The  repeated  Uife  Emlnloui  of  Paper  Money 
•re  the  Cauae  of  the  frequent  xlae  of  the  Price  of  Silver  and  Ezehange  "  (Diaooum, 
1807  reprtnt,  ed.  Bullock,  p.  326;  In  Lord  Oventone,  op.  dt.,  p.  21). 
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The  theory  of  money,  as  set  forth  in  the  "  Wealth  of 
Nations/'  had  thus  attained  notable  development. 
The  functions  of  money  as  a  medium  of  exchange 
and  a  measure  of  value,  the  impracticability  of  a 
dual  standard,  Gresham's  law,  the  relation  of  money 
to  prices,  the  effect  of  variations  in  the  value  of  money 
upon  debtor  and  creditor  classes,  the  economy  of 
paper  money  —  were  all  more  or  less  clearly  recognised 
and  enunciated. 


II 

The  serious  lapse  in  Adam  Smith's  exposition  — 
the  more  significant  in  the  light  of  subsequent  mone- 
tary happenings  —  appeared  in  the  inevitable  query: 
How  much  money  ought  a  country  to  have  and  what 
are  the  symptoms  and  measure  of  excess  or  deficiency  7 
It  was  precisely  about  this  point  —  the  forces  deter^ 
mining  the  normal  amount  of  a  country's  money 
supply  —  that  succeeding  controversies  raged,  —  the 
repeal  of  the  Bank  Restriction  in  the  first  quarter 
of  the  nineteenth  century,  the  revision  of  the  Bank 
Charter  in  the  second,  —  and  it  was  precisely  here  that 
the  ^'  Wealth  of  Nations  "  was  lacking.  That  there  was, 
at  any  given  time  and  in  the  case  of  every  particular 
country,  a  customary  amount  of  money  which  neither 
design  nor  circumstance  could  permanently  augment, 
was  a  necessary  corollary  of  all  argument  against 
mercantilist  theory  and  balance  of  trade  policy,  and 
this  proposition  Adam  Smith,  like  a  succession  of  writers 
before  him,  maintained  with  great  force  and  abun- 
dant illustration.  But  to  the  fiui^her  question, ''  how 
much  money  is  it  right  and  sufficient  for  a  country 
to  have?  "  —  Smith  gave  no  answer,  beyond  saying 
vaguely  that  it  was  determined  by ''  effectual  demand," 
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being  always  the  sum  required  to  circulate  and  dis- 
tribute to  its  proper  consumers  the  annual  produce 
of  the  land  and  labor  of  the  coimtry.^  He  did  indeed 
imply  that  this  simi  bore  some  proportion  to  the 
whole  value  of  the  annual  produce  circulated  by  it, 
but  he  added '  that  such  proportion  had  been  com- 
puted by  different  authors  ''at  a  fifth,  at  a  tenth, 
at  a  twentieth,  and  at  a  thirtieth  part  of  that  value," 
and  refrained  from  venturing  upon  a  formula  of  his 
own. 

Adam  Smith  made  familiar  use  of  the  failure  of  Spain 
and  Portugal  to  augment  their  money  supply  by 
accmnulation; '  and  he  recounted  the  early  experiences 
of  the  Bank  of  England  and  the  Scotch  banks,  as  to  a 
chronic  loss  of  bullion.  But  such  occurrences  were  cited 
only  in  confirmation  of  his  empirical  assimoiption  that 
the  amount  of  money  which  a  country  could  ''  easily 
absorb  and  employ  "  was  a  definite  sum,  fixed  by  the 
interior  exchange  requirements  of  that  particular 
country  and  irrespective  of  all  external  conditions.^ 
Redundancy  —  to  whatever  cause  due,  whether  mines 
or  banks  —  would  be  followed  by  an  efflux  of  gold; 
but  only  for  the  reason  that  the  ''  channel  of  circula- 
tion "  must  in  such  event  overflow,  and  this  overflow, 
being  too  valuable  to  lie  idle,  was  sent  abroad  "  to 
seek  that  profitable  employment  which  it  cannot  find 
at  home."* 

The  absence  of  any  adequate  discussion  by  Adam 
Smith  of  the  normal  quantity  of  a  country's  supply 

>  Wealth  of  Nations  (1776).  vol.  11,  p.  10,  and  vol.  i,  p.  862,;  of.  abo  vol.  1,  p.  872, 
as  to  the  laniea  of  tha  Sootoh  banks. 

*  Ibid.,  vol.  1,  p.  866;  more  ourious  was  Petty's  estimate  In  QoantolumounQue. 
Quaiy  26.  In  Works  (ed.  Hull,  1800),  vol.  U,  p.  446. 

>  Wealth  of  Nations  (1776),  vol.  U,  p.  10. 

«  Ibid.,  vol.  I,  p.  363.  *  Ibid.,  vol.  I,  p.  862. 
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of  money  and  of  the  test  of  redundancy  is  the  more 
surprising  in  view  of  the  frequency  with  which  the 
doctrine  of  the  ''  territorial  distribution  "  of  the  pre- 
cious metals  had  cropped  out  in  earlier  economic 
writing.  With  some  justice  Ricardo  was  able  m 
1810  to  speak  of  "  the  most  approved  writers  in 
political  economy  "  sharing  such  an  opinion.  North, 
Locke,  Berkeley,  Cantillon,  Petty,  and  Barbon  had 
in  turn  pointed  out  the  fallacy  of  the  mercan- 
tilist accumulation  of  specie,  and  had  set  forth  that 
the  amount  of  money  in  any  particular  country  tends 
to  a  fixed  and  definite  proportion  of  the  nation's 
resources.  In  Hume  and  Harris,  casual  expressions 
were  replaced  by  explicit  and  unmistakable  exposi- 
tion, not  indeed  as  a  direct  phase  of  monetary  theory 
but  as  a  final  refutation  of  the  mercantilist  fallacy 
of  metallic  accumulation.  Money  is  like  water,  Hume 
declared  ^  —  and  his  argument  was  developed  and 
amplified  by  the  author  of  the  ''  Essay  upon  Money 
and  Coin," '  ^'  the  judicious  and  intelligent  Harris," 
in  Chalmers's  phrase  *  —  tending  everjrwhere  to  a  level 
through  the  means  of  relative  prices  and  international 
trade,  and  this  not  by  any  physical  force  but  by 
''  a  moral  attraction  arising  from  the  interests  and 
passions  of  men,  which  is  fidl  as  potent  and  infallible." 
If  four-fifths  of  all  the  money  in  Britain  were  de- 
stroyed in  a  night,  or,  conversely,  if  the  supply  were 
multiplied  five-fold,  a  relative  level  would  promptly 
be  restored,  and  the  same  causes  which  would  correct 
these  inequalities  due  to  the  miraculous  '^  must  prevent 
their  happening  in  the  common  course  of  nature, 

t  BHayi  (Of  the  BiJftiiM  of  Tndtd. 

*  Part  I,  oh.  8, 1  zvU,  **  the  qiuutlty  of  money  eyen^whoe,  wtU  nAturaUjr  find  a 
oertaln  level  or  proportton." 

*  Fany  on  Gommeree  (2d.  ed.,  1811).  p.  89* 
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and  must  forever,  in  all  neighboring  nations,  preserve 
money  nearly  proportionable  to  the  art  and  industry 
of  each  nation/'  ^ 

It  is  true  that  Hume's  opinions,  widely  circulated 
and  influential  as  they  were,  did  not  pass  unchallenged. 
A  few  years  later  Sir  James  Steuart  controverted 
Hume's  position  both  as  to  the  relation  of  money  to 
prices  and  as  to  the  tendency  of  money  everywhere 
to  maintain  its  level,  with  a  vehemence  that  in  itself 
might  have  been  expected  to  arrest  Smith's  attention. 
Insisting  that  it  was  one  of  the  objects  of  ''  a  states- 
man's attention "  to  maintain  ''  a  just  proportion 
between  the  produce  of  industry,  and  the  quantity 
of  circulating  equivalent,  in  the  hands  of  his  subjects, 
for  the  purchase  of  it,"  *  —  Steuart  denied  with 
characteristic  indirection  Hume's  ''  territorial  dis- 
tribution "  theory.'  In  positive  exposition,  however, 
Steuart  made  little  progress  beyond  asserting  that 
"It  is  impossible  to  determine  the  proportion  of  coin 
necessary  for  carrjdng  on  the  circulation  of  a  country, 
especially  of  one  where  neither  loan,  or  paper  credit, 
that  is  the  melting  down  of  solid  property,  are  fa- 
miliarly known."* 

As  a  matter  of  fact,  however,  Adam  Smith  was 
neither  convinced  by  Hume  nor  converted  by  Steuart. 
He  merely  accepted  the  fact  and  gave  little  concern 
to  the  theory.  Indeed  there  was  little  in  contemporary 
monetary  experience  to  emphasize  the  importance 
of  such  an  inquiry.  England  was  not  then,  as  a 
generation  later,  confronted  with  the  inconveniences 
of  monetary  redundancy  on  the  one  hand,  nor  exposed 

>  Eanys  (Of  the  BaUnoe  of  Trade). 

<  Ab  Inquiry  into  the  Prinelplee  of  Potttleal  Eoonomy  (1767),  vol.  I,  p.  875. 

*  Ibid..  Tol.  1,  p.  416.  «  Ibid.,  vol.  1,  p.  876. 
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to  the  evils  of  monetary  scarcity  on  the  other.  In 
so  far  as  the  currency  of  a  country  might  be  augmented 
by  metallic  accumulation,  Smith  deemed  himself 
concerned  with  a  worn-out  mercantiUst  fallacy  rather 
than  a  present  monetary  problem,^  and  was  content 
with  the  familiar  reductio  ad  absurdum  as  to  Spain's 
experience.  In  so  far  as  the  source  of  augmentation 
might  be  a  note-issuing  bank,  Smith  shared  the  view 
that  the  absorption  of  such  a  well-regulated  paper 
money  was  accompanied  by  an  equivalent  displacement 
of  specie.'  In  this  sense  Hume,  in  1752,  had  spoken 
of  paper  credit  as  of  public  convenience  only  when 
issued,  as  by  the  Bank  of  Amsterdam,  upon  the  basis 
of  equivalent  bullion,  and  of  which  any  further  emission 
was  harmful  in  that  it  expelled  a  corresponding  amount 
of  specie; '  and  Harris,  writing  in  1758,  had  repeated 
that  any  increase  of  bank-notes  much  beyond  an  identi- 
cal stock  of  bullion  was  likely  to  prove  mischievous 
both  by ''  increasing  in  effect  the  quantity  of  circulating 
cash  beyond  its  natural  level;  and  by  endangering, 
in  a  cloudy  day,  their  own  credit."* 

In  short,  the  possibilities  with  which  Adam  Smith 
thought  he  had  to  deal  in  the  matter  of  an  increase 
in  the  coimtry's  money  supply  were,  first,  a  futile 
accumulation  of  specie  by  manipulated  trade  or  colonial 
exploitation,  and,  second,  an  excessive  issue  of  notes 
payable  on  demand.  It  was  to  these  contingencies 
alone  that  he  confined  his  argument  and  directed 
his  theory.  That  it  might  be  possible  for  the  currency 
of  England  to  be  swollen  by  a  continuing  issue  of 
inconvertible  bank-notes   and   that,  in  consequence, 

>  Woidth  of  Nattons  (1776).  Book  lY.  chap.  1. 

•  Ibid..  Td.  1,  pp.  888-400.  *  EaMys  (Of  the  BaUnoe  of  Trade). 

*  EaMy  upon  Money  and  Colna,  Part  I,  p.  101. 
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there  must  be,  as  the  bajsis  for  positive  legislation, 
some  theoretical  determination  of  the  normal  money 
requirement  were  developments  of  which  Smith  and 
his  immediate  successors  never  dreamed. 


Ill 

The  quiescence  into  which  monetary  discussion 
had  sunk  in  the  closing  years  of  the  eighteenth  century 
was  rudely  disturbed  by  the  Bank  Restriction  of 
1797.  The  ink  had  barely  dried  upon  the  Order  in 
Council  suspending  the  further  issue  of  bullion,  before 
the  issues  involved  had  become  matters  of  active 
discussion  in  Parliament,  and  within  two  decades  a 
controversial  literature  of  extraordinary  extent  and 
intensity  had  developed. 

The  earliest  sentiment  reflected  Adam  Smith's 
opinions  with  hardly  a  change.^  In  the  House  of 
Conmions  Sheridan  voiced  the  popular  dread  that 
the  cash  payments  once  suspended  ''  the  paper  of 
this  country  would  ultimately  experience  the  fate  of 
the  French ''  assignats  or  mandats  since  ''  both  con- 
tained the  idea  of  compulsion."  ^  Fox  asserted  that 
bank-notes  were  depreciated,  but  he  based  the  charge 
solely  upon  "  the  extraordinary  run  upon  the  bank,'' 
and  urged  in  correction  that  the  Bank  should  ''  dimin- 
ish the  quantity  of  paper,  and  reduce  that  dispro- 
portion which  exists  between  paper  and  specie." ' 
Pitt  refused  assent  to  NickoU's  proposed  limitation 
upon  the  further  issues  of  the  Bank,^  contending  that 

>  Th«  Woalth  of  Nations  wm  elted  repeatedly  In  the  course  of  parllamentaiy 
debate  upon  the  Restriction  bills;  see  Pariiamentary  History,  vol.  xzzill.  863,  386, 
628,  64»-649,  668. 

s  Ibid.,  vol.  zzzUl.  64.  *  Ibid.,  vol.  zxzUI.  44, 74. 

«  Ibid.,  vol.  zzzUl,  867. 
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if 


paper  was  desirable  ''  if  restrained  within  due  limits, 
and  if  ''  more  should  not  be  issued  than  the  country 
required."  Such  "  only  limits  "  were  —  quite  in  the 
spirit  of  the  Bank's  policy  —  "  the  extent  of  the  scale 
of  commerce,  and  the  nature  of  the  securities  on  which 
accommodations  should  be  granted/'  ^  Even  Lord 
Liverpool  in  the  ''  Treatise  on  the  Coins  of  the  Realm," 
written  at  this  period  altho  not  published  until  1805, 
went  no  further  than  to  sympathize  with  Adam 
Smith's  contention  that  ''  there  must  be  some  limita- 
tion "  upon  the  Bank's  issues  particularly  in  the  matter 
of  the  smaller  coin-displacing  denominations,  —  as 
against  the  doctrine  that ''  by  a  new  sort  of  alchemy, 
Coins  of  Gold  and  Silver,  and  almost  every  other 
sort  of  property,  may  be  converted  into  Paper."  * 

Discussion  entered  upon  a  new  phase  with  Pulteney's 
denunciation  of  the  Bank  as  a  national  danger  which 
in  the  hands  of  an  ambitious  minister  might ''  become 
the  means  of  establishing  a  fourth  estate,  sufficient 
to  involve  this  nation  in  irretrievable  slavery."  He 
charged  the  occasion  of  the  Restriction  to  the  ''  mis- 
conduct "  of  the  Bank,  proposed  an  earlier  date 
(May  6  instead  of  Jime  24)  for  the  resumption  of  cash 
payments  than  that  recommended  by  the  House 
Committee  of  Secrecy,  and  urged  the  propriety  of 
establishing  an  independent  bank  in  case  the  Bank  of 
England  could  not  resume  payments  at  the  time 
fixed.' 

Pitt  had  his  majority  well  in  hand  and  the  House 
refused  Pulteney  even  leave  to  bring  in  a  bill;  but  the 
project  continued  to  excite  great  public  interest,  and 
Macleod  indeed  ascribes  the  successful  efforts  of  the 

>  Ibid.,  vol.  mlli.  8M~867. 

<  A  T^MitlM  on  the  Colni  of  the  Realm  (1806),  p.  228. 

s  PariUmentvy  History,  rol.  zzzlii,  870,  898. 
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Bank  Directors  in  1800  to  secure  a  renewal  of  the 
charter  twelve  years  before  its  expiration  to  their 
alami  at  the  popular  effect  of  Pnlteney's  proposal.^ 

The  threat  of  Pnlteney's  practical  efforts,  rather 
than  the  force  of  his  critical  reasoning  stirred  Sir 
Francis  Baring, — Erskine's  "first  merchant  in  Europe/' 
—  to  enlist  the  force  of  his  name  and  the  persuasive- 
ness of  his  argiunent  in  the  Bank's  defence.  In 
his  ''  Observations  on  the  Bank  of  England," '  pub* 
lished  in  the  spring  of  1797,  and  in  the  "  Further 
Observations," '  issued  some  months  later,  after 
the  policy  of  restriction  had  been  definitely  accepted 
by  the  Bank  and  sanctioned  by  the  Government, 
Baring  justified  the  original  suspension  and  ranged 
himself  in  opposition  to  such  radical  proposals  as  an 
enlargement  of  the  Bank's  capital  or  the  organization 
of  a  rival  institution.    Averse  to  the  Bank's  resuming 

>  Theory  »nd  Practioe  of  Banking  (2d.  ed.,  1866),  vol.  1.  p.  405.  ImmedUte 
retumptlon  was  urtad  In  New  Clroiilatinc  Medium:  being  an  EzaminaUon  of  the 
Solidity  of  Paper  Cunenoy,  and  Ita  Effeois  on  the  Country  at  thii  CMbIs  (1797).  An 
addition  of  ten  mllUonB  to  the  Bank's  eapltal  for  the  reduction  of  note  olroulatlon 
was  proposed  by  Sir  John  Slnolalr  In  Letters  to  the  Qovemor  and  Dlreotors  of  the 
Bank  of  England  (1707].  The  author  of  A  Method  of  Increasing  the  Quantity  of 
Ciroulating  Money  upon  a  New  and  Solid  Flan  (1790)  suggested  that  there  be  Issued  to 
any  fundholder  transferring  his  stock  to  the  Bank  as  trustee  circulating  "  stock  notes  " 
to  the  amount  of  one  fourth  of  the  nominal  sum  so  deposited.  In  the  very  mash,  abler 
The  Inlqui^  of  Banking;  or.  Bank  Notes  proved  to  be  an  Injury  to  the  Public,  and 
the  Real  Cause  of  the  Present  Exorbitant  Price  of  Provisions  (1800).  it  was  proposed 
to  retire  the  Bank's  notes  and  to  supply  the  gap  with  an  equal  quantity  of  **  national 
paper  cuirency,"  the  proceeds  to  be  an»lied  in  the  first  instance  to  the  reduction  of  the 
national  debt;  see  also  Ttemey's  speeches  in  the  Commons  debate  of  March,  1800* 
on  the  Bank  Charter  Renewal  Bill  (Psiliamentary  History,  vol.  zzzlv,  1).  Allardyce, 
Address  to  the  Proprietors  of  the  Bank  of  England  (1708),  and  Second  Address  to  the 
Proprtetors  of  the  Bank  of  England  Stock  (1601)  were  influential  as  affecting  the 
Bank's  relation  to  the  public  (cf .  Ricardo*s  Proposals  for  an  Economical  and  Secure 
Currency,  1816,  pp.  08-95) ;  but  they  contained  no  contribution  to  monetary  theory. 
Among  the  best  of  the  pamphlets  called  forth  by  the  hi|^  prices  of  1800  were  two  by 
an  anonymous  author  (Common  Sense) :  The  Cause  of  the  Present  threatened  Famine 
traced  to  its  Real  Source  (1800).  and  The  Discharge  of  £37.000.000  of  the  National 
Debt  (1800). 

*  Obeervations  on  the  Establishment  of  the  Bank  of  Eni^and,  and  on  the  Paper 
Circulation  of  the  Country  (1707). 

*  Further  Observations  on  the  Establishment  of  the  Bank  of  England,  and  on  the 
Pfeper  Ciroulatlon  of  the  Country  (1707). 
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payment  during  the  war,  while  a  possibility  existed 
of  being  obliged  to  suspend  again,  and  urging  strongly 
that  the  notes  be  made  a  legal  tender  for  all  purposes. 
Baring  nevertheless  admitted  that  some  efficient 
check  and  control  must  be  put  upon  the  Bank,  both 
as  against  the  self-interest  of  the  proprietors  and  the 
influence  of  ministers.  He  proposed  that  this  should 
take  the  form  of  limiting  the  amount  beyond  which 
the  notes  of  the  Bank  should  not  be  suffered  to  circulate, 
adding  even  that  this  aggregate  ought  not  much  to 
exceed  the  amount  of  what  was  then  in  circulation. 

Baring  wrote  as  an  apologist  and  an  advocate,  and 
his  pamphlets  were  without  trace  of  analysis  or  in- 
dependent inquiry.  His  equipment  was  that  techni- 
cal detail  of  the  banker  made  rigid  and  doctrinaire 
by  a  fixed  and  positive  bias.  He  believed  that  "  from 
long  experience,  the  Directors  of  the  Bank  must 
understand  correctly  the  amount  to  which  their  notes 
can  circulate  without  depreciation  or  discount '' ;  he 
advised  that  country  banks  should  be  prohibited  from 
issuing  notes  payable  on  demand;  and  he  insisted 
that  the  Bank,  as  a  corporate  body,  should  be  rendered 
independent  of  ministers.  Whatever  influence  his 
pamphlet  may  have  exerted  was  in  the  nature  of 
admonition  to  the  Bank.  As  a  contribution  to  cur- 
rency theory  its  significance  was  nil. 

A  very  different  spirit,  however,  spoke  forth  in 
Walter  Boyd's  ''Letter  to  Pitt,"  ^  written  in  the 
closing  month  of  1800,  and  published  early  in  the  fol- 
lowing year.  Boyd's  career  had  been  remarkable. 
Established  as  an  important  banker  in  Paris,  he  had 
been  exiled  and  his  property  confiscated  in   1793. 


>  A  Letter  to  the  Right  Honourable  William  Pitt,  on  the  Influence  of  the  StonMge 
of  latnes  in  Spede  at  the  Bank  of  England:  on  the  Prioee  of  Provifllona,  and  other 
Commodities  (1801;  2d.  ed.  oorreoted.  1811). 
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He  then  settled  in  London,  and  speedily  became  a 
prominent  figure  in  the  financial  life  of  the  capital, 
a  member  of  Parliament,  and  an  influential  adviser 
of  Pitt.*  The  stringency  of  1797  found  Boyd  deeply 
involved  in  extensive  transactions,  and,  failing  the 
anticipated  restoration  of  his  confiscated  French 
estate,  the  banking  house  of  which  he  was  a  leading 
figure  was  forced  to  suspend.  But  the  reverse  was 
such  as  to  bring  no  discredit  upon  the  principal  nor  to 
delay  the  reorganization  of  his  afifairs.  In  1800  Boyd 
was  again,  by  the  range  of  his  experience,  the  readiness 
of  his  pen,  and  the  extent  of  his  connections,  a  con- 
spicuous figure  in  English  financial  circles.  Thus  the 
authorship  no  less  than  the  content  of  his  open  letter 
to  the  Prime  Minister  "  on  the  influence  of  the  stop- 
page of  issues  in  specie  at  the  Bank  of  England,  on 
the  prices  of  provisions,  and  other  commodities,"  was 
calculated  to  arrest  attention  and  arouse  discussion. 

The  prime  purpose  of  Boyd's  pamphlet  was  to 
demonstrate  that  the  rise  in  prices  which  had  gradually 
been  taking  place  in  England  during  the  two  years 
preceding  and  which  had  recently  become  notable  had 
been  brought  about  by  an  over-issue  of  the  Bank's 
paper.  The  actual  fact  of  such  a  ''great  and  general 
rise  in  prices"  was  accepted,  not  as  in  the  case  of 
Wheatley  a  few  years  later,  upon  the  evidence  collected 
by  Arthur  Young  and  Sir  George  Shuckbiu*gh,  but, 
more  vaguely,  upon  "the  concurring  testimony  of 
a  whole  conmiunity"  evident  in  that  "every  man 
feels,  in  his  abridged  comforts,  or  in  his  increased 

1  In  1706  Boyd  came  to  th«  fore  m  the  author  of  a  plan*  approTed  by  Influential 
London  merohants  and  submitted  to  the  Government,  for  the  relief  of  the  prevailing 
stilnc«noy  by  the  appointment  of  an  unaalailed  board  who  should  lasue,  in  dleoount 
of  bills  of  exehanfe,  short  time  interest4)earing  notes,  oonvertible  into  Bank  of 
Kngland  paper.  The  plan  was  shelved  by  Pitt  in  favor  of  a  proposed  f undlnt  of  the 
floating  debt  as  recommended  by  the  Bank;  but  for  some  time  thereafter  It  engaged 
public  attention. 


446  QUARTERLY  JOURNAL  OF  ECONOMICS 

expences,  the  existence  of  this  melancholy  truth.'' 
In  the  public  controversies  which  immediately  preceded 
the  Restriction,  Boyd  had  been  loud  in  asserting  that 
the  contraction  in  Bank  circulation  was  responsi- 
ble for  the  general  fall  in  prices  and  the  widespread 
distress.  Now,  with  the  reports  of  the  parliamentary 
committees  of  1797  clearly  revealing  the  co-existence 
of  the  two  facts  even  tho  not  demonstrating  any 
causal  relation,  Boyd  invoked  the  same  principle  of 
variation  in  currency  supply,  in  reverse  application, 
to  explain  the  increase  in  prices.  But  that  which, 
with  respect  to  the  fall  of  prices  in  1797,  Boyd 
had  defended  as  ''partiality  for  a  favorite  doctrine," 
at  best  ''  confirmed  by  the  general  conviction,  which 
arose  from  the  labors  of  the  Committees  of  both  Houses 
of  Parliament,"  —  he  now  enunciated,  with  respect 
to  the  rise  in  prices  in  1800  as  ''a  principle  imiversally 
recognized "  as  ''  invariable  in  its  operation,  as  the 
law  of  gravitation."  This  principle,  in  its  particular 
application,  was  ''  there  is  the  highest  probability  that 
the  increase  of  Bank  Notes  is  the  principal  cause  of 
the  great  rise  in  the  price  of  conmiodities  and  every 
species  of  unchangeable  value,"  and  that  "  the  one  is, 
to  certain  degree,  the  inevitable  consequence  of  the 
other."  In  its  more  general  form  it  became  a  clear 
enunciation  of  the  quantity  theory:  ''the  augmenta- 
tion of  the  quantity  of  money,  or  paper  performing  the 
functions  of  money,  in  a  country,  has  a  tendency  to 
depreciate  that  money  or  paper."  In  actual  analysis 
Boyd  was,  however,  obliged  to  rest  his  theory  that  the 
rise  in  prices  was  due  to  an  increase  in  the  Bank's 
issues  upon  what  he  himself  termed  "  presumptive 
evidence."  At  the  time  the  pamphlet  proper  was 
written,  no  public  statement  of  the  amount  of  bank- 
notes in  circulation  had  been  made  for  a  date  later 
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than  February  26,  1797,  and,  omitting  the  hypothesis 
that  Boyd  had  some  private  infonnation  as  to  the 
conduct  of  the  Bank  —  as  indeed  he  might  very  pos- 
sibly have  had  —  the  pamphlet  in  its  vigor  and  con- 
fidence is  a  remarkable  piece  of  inferential  reasoning. 
Boyd  examined  in  turn  the  specific  causes  that  had 
been  advanced  in  explanation  of  the  rise  in  prices, 
namely,  the  real  scarcity  of  grain  in  consequence  of 
scanty  crops,  the  monopolizing  of  grain  by  forestallers 
and  regraters,  the  great  increase  in  the  population  of 
the  country  and  the  effect  of  the  war,  and  denominated 
them  all  partial  causes  incapable  of  producing  a  general 
effect.  On  the  other  hand,  it  appeared  that  since 
February  26,  1797,  the  Bank  of  England  had  enjoyed 
the  power  of  issuing  notes  without  being  obliged  to 
pay  them;  that  it  was  manifestly  to  the  advantage  of 
the  Bank  to  extend  its  issues;  and  that  the  joint 
effect  of  such  ''  a  positive  degradation  of  the  standard, 
and  of  a  probable  augmentation  of  the  quantity  of 
money  in  the  country  '^  would  be  amply  sufficient  to 
accoimt  for  as  considerable  a  rise  in  prices  as  had 
actually  taken  place.  Boyd  fortified  his  conclusion 
that  the  rise  in  prices  was  in  reality  a  depreciation 
of  paper,  due  to  relative  over-issue,  by  citation  of  two 
positive  facts:  (a)  the  premium  on  gold  bullion  in 
the  open  market,  equivalent  to  9|  per  cent;  and 
(b)  the  unfavorable  character  of  the  foreign  exchanges, 
representing  a  difference  of  nearly  9  per  cent.  He 
referred  in  the  most  positive  terms  to  these  two  phe- 
nomena as  the  invariable  even  tho  not  exclusive  symp- 
toms of  a  relative  over-issue  of  paper :  ^ 

It  is  not  merely  because  foreign  exchanges  are  against  us,  or 
because  bullion  is  very  high,  that  I  suspect  there  has  been  a  great 
addition  made  to  our  currency  (as  there  unquestionably  has  been 

'^Letter  to  Pitt.  pp.  31-33. 
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an  important  change  in  its  composition)  but  finding  these  strong 
symptoms,  in  conmion  with  so  many  others,  I  am  fuUy  warranted 
to  ascribe  them  to  the  same  great  and  general  cause.  An  un- 
favorable exchange,  and  a  high  premium  on  bullion  have  existed, 
and  may  occasionally  exist,  from  causes  not  only  altogether  dif- 
ferent from  that  to  which  I  now  attribute  them,  but  of  a  contrary 
tendency;  yet  so  inseparably  are  they  connected  with  an  excess 
of  paper-currency,  that  such  excess  cannot  possibly  exist  without 
being  accompanied  by  them.  If  all  the  other  symptoms  of  that 
supposed  excess  had  existed,  and  our  exchanges  and  bullion  had 
remained  unaffected,  for  any  considerable  time,  I  should  have 
doubted  the  truth  of  my  theory. 

Boyd's  pamphlet  was  written  early  in  November, 
1800,  but  was  not  actually  published  until  two  months 
later.  In  the  interval,  the  unfavorable  exchange  with 
Hamburg  had  risen  from  9  per  cent  to  14  and  the 
premium  on  gold  had  increased  to  something  more 
than  lOA  per  cent.  Moreover,  by  the  return  to  an 
order  of  the  House  of  Commons,  it  appeared  that  the 
amount  of  bank-notes  in  circulation  on  December  6, 
1800,  was  £15,450,970,  which  exceeded  the  sum  in 
circulation  in  February,  1797  (£8,640,250),  by  nearly 
four-fifths  of  that  circulation.  Boyd  incorporated 
these  facts  in  a  preface  to  his  pamphlet  as  finally 
published,  and  they  served  in  considerable  degree  to 
justify  its  argument  and  to  extend  its  influence. 

The  "  Letter  to  Pitt ''  elicited  various  rejoinders, 
and  Sir  Francis  Baring  again  became  conspicuous  as 
the  vigorous  but  ineffectual  champion  of  the  Bank's 
policy.^  Assenting  in  the  main  to  the  "  well  under- 
stood and  universally  admitted  "  principles  enumerated 
by  Boyd,  and  characterizing  the  quantity  theory  as 
"no  new  discovery"  but  "the  alphabet  or  first  principle 
of  every  financier  and  merchant  for  above  a  century," 

I  Observationa  on  the  Publioatton  of  Walter  Boyd,  Esq..  M.  P.  (1801).  In  the 
anonymous  Brtef  ObeenrationB  on  a  Ute  Letter  addreeaed  to  the  Rlsht  Hon.  W.  Pitt, 
by  W.  Boyd,  Eaq.  (1801),  dlaapproval  of  Boyd's  doctrines  was  mingled  with  resentment 
at  their  publication  "  in  the  present  critical  rttuation  of  the  country.*' 
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Baring  asserted  that  the  confidence  reposed  in  the 
paper  of  the  Bank  of  England  ''  was,  and  is,  unshaken 
and  complete/'  and  that  the  Bank's  circulation  had 
never  been  of  such  volume  as  to  produce  a  high  level 
of  prices. 

As  a  result  of  the  controversy  all  of  Boyd's  essential 
contentions  may  be  said  to  have  been  established. 
The  generally  accepted  connection  between  the  supply 
of  money  and  the  range  of  prices  was  brought  afresh 
to  the  public  mind.  The  fact  of  a  large  and  abrupt 
increase  in  the  Bank's  paper  was  made  clear,  and  the 
principle  that  a  rise  in  the  price  of  bullion  and  a  fall 
in  the  foreign  exchanges  were  inevitable  symptoms 
of  an  excess  of  paper  currency,  was  enunciated  with 
clearness  and  emphasis.^ 

The  vogue  of  Boyd's  pamphlet  and  the  popularity 
of  its  proposals'  were  heightened  by  the  course  of 
external  events.  In  1802  the  Peace  of  Amiens  was 
concluded  and  the  Bank  seemed  ready  to  resume 
specie  payments.  But  Parliament  extended  the  Re- 
striction until  March  1,  1803,  and  almost  at  the  same 
time  judicial  decision  was  rendered  that  bank-notes 
were  not  legal  tender,  and  that  gold  might  be  demanded 
in  redemption  of  a  country  bank-note. 

It  was  natural  that  the  Bank's  poUcy  of  continued 
restriction  should  require  new  defence,"  and  in  1802 

>  In  the  Third  Report  of  the  CommonB  Committee  of  Secrecy  (April  21.  1707; 
•ee  Parilamentary  History,  vol.  xzzlU.  441),  In  the  Lords  Report  on  the  Affairs  of  the 
Bank  (April  28,  1707;  see  Ibid.,  vol.  tttIII,  440),  and  In  the  Commons  Report  on  the 
State  of  the  Bank  (November  16, 1707;  see  zzzUl,  1026)  —  the  state  of  the  exchanges 
had  been  discussed  In  connection  with  the  Restriction,  but  no  definite  theory  had 
been  set  forth.  Similarly  Tlemey.  In  debate,  had  said  "  whether  the  course  of  ezohance 
be  unfavourable  or  favourable,**  the  Restriction  would  be  continued  (ibid.,  vol.  mlli, 
1082). 

*  See  the  Earl  of  Suffolk*s  speech  in  the  House  of  Lords  upon  the  motion  respectlnf 
the  paper  currency  of  country  banks  (Pariiamentaiy  History,  vol.  szxv,  1264). 

*  In  Conrideratlona  on  the  propriety  of  the  Bank  of  England  resuming  its  payments 
to  speele  at  the  period  presoribed  by  the  aet  37th,  George  HI  (1802),  Jasper  Atkinson 


460  QUARTERLY  JOURNAL  OF  ECONOMICS 

appeared  Henry  Thornton's  "  Paper  Credit."  *  The 
author,  like  Francis  Baring,  was  one  of  the  most 
substantial  and  respected  figures  in  the  financial 
world.  A  member  of  Parliament  from  Shrewsbury 
for  twenty  years  past,  a  proprietor  and  governor  of 
the  Bank,  Thornton's  position  in  the  community  was 
as  ''  the  representative  of  business  among  a  group 
which,  though  small,  was  a  marvellously  well-equipped 
body  of  men,  and  of  whom  W.  Pitt  was  the  most 
prominent."  * 

Thornton's  original  purpose  was  ''  merely  to  eq)0Be 
some  popular  errors  which  related  chiefly  to  the 
suspension  of  the  cash  payments  of  the  Bank  of  Eng- 
land, and  to  the  influence  of  our  paper  currency  on 
the  price  of  provisions."  But  he  succumbed  to  the 
ordinary  temptation  of  the  man  of  affairs  in  economic 
controversies,  and  eventually  published  a  book  of 
some  three  hundred  pages.  Poorly  arranged,  awk- 
wardly expressed,  —  for  Thornton,  like  Riciotio,  prob- 
ably spoke  better  than  he  wrote,  —  sometimes  obscure 
and  always  prolix,  Thornton's  work  was  a  conscientious 
attempt  to  harmonize  accurate  detail  and  sound  theory 
with  practical  bias  and  unsafe  conclusion.  His  long 
experience  in  the  money  market,  his  intimate  acquain- 

(whoae  »uthorahlp  appeftn  from  his  Letter  to  »  member  of  PaiUament*  1810,  p.  1). 
had  pretented  »  turgid  vtudloatlon  of  the  Bank*!  conduct  braced  by  a  denial  of  tha 
fact  of  inflation  and  a  proposal  that  the  mandatory  date  of  resumption  be  extended 
with  diseretlonaiy  power  on  the  part  of  the  Bank  to  act  in  the  interval.  The  Utiltty 
of  Country  Banks  Considered  (1802)  ~  a  tract  which  MoCulloch  praised  Uchly  and 
reprinted  in  the  Overstone  Tracts  on  Paper  Currency  —  contained  many  interesttng 
detalb  of  the  economic  usefulness  of  the  interior  banks  but  repeated  almost  Tsrbattm 
Adam  Smith's  theory  of  the  automatic  limit  upon  paper  droulatlon.  Guineas  an 
unnecessaiy  and  ezpenstve  incumbrance  on  commerce;  or,  the  impolicy  of  repealing 
the  Bank  restriction  biU  considered  (1802;  2d  ed.,  with  appendix,  1803)  was  a 
pretentious  advocacy  of  paper  droulatlon,  anticipating  the  cheapest  sophistry  of  the 
later  restilotlonlsts. 

>  An  Enquiiy  into  the  Nature  and  Effects  of  the  Paper  Credit  of  Great  Britain 
(1802). 

*  Palgrave,  Dictionary  of  PoUttoal  Economy,  sub  Thornton. 
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tance  with  economic  writing,  and  even  his  intellectual 
keenness  and  logical  force  were  handicapped  by  his 
partisan  espousal  of  the  cause  of  the  Bank  and  his 
unqualified  defence  of  its  past  policy  and  present 
conduct.  He  might  have  produced  either  a  valuable 
treatise  on  the  theory  of  money,  or  a  telling  pamphlet 
on  the  Restriction  controversy.  But  in  attempting 
to  do  both,  he  failed  in  a  measure  to  accomplish 
either. 

Yet  withal,  Thornton's  work  was  notable,  if  not  for 
the  practical  conclusions  which  it  deduced,  for  the 
information  it  conveyed  and  the  theories  it  formulated. 
The  mechanism  of  commercial  credit,  the  technique 
of  foreign  exchange,  the  procedure  of  the  Bank  were 
described  with  a  fullness  of  detail  and  an  intelligence 
of  interpretation  novel  to  the  economic  writing  of  the 
day.  Francis  Homer  selected  it  for  his  initial  review 
in  the  first  number  of  the  newly  established  Edinburgh 
Review  in  October,  1802,  and  appraised  it  as  ''  the 
most  valuable  imquestionably "  of  the  publications 
occasioned  by  the  Bank  Restriction.  Huskisson  de- 
clared, ''In  this  work  .  .  .  the  reader  will  find  the 
true  principles  of  political  economy  united  with  the 
practical,  I  might  almost  say  hereditary  knowledge 
of  a  well  informed  merchant,  and  the  extensive  ex- 
perience of  a  great  London  banker.''  ^  Even  two 
generations  later  John  Stuart  Mill  declared  it  ''  the 
clearest  exposition  that  I  am  acquainted  with,  in  the 
English  language,  of  the  modes  in  which  credit  is  given 
and  taken  in  a  mercantile  commimity."  ' 

Accepting  the  main  outlines  of  Adam  Smith's  exposi- 
tion, with  occasional  use  of  Hume,  Locke,  and  Sir 

*  The  Qoettfon  oomomilnc  the  Deiireelatton  of  our  Currsacy  ■te«ed  and  mmlnnH 
(1810),  p.  lOa  Dote. 

>  PrindplM  of  PditlM4  Eeonomy  (1848).  Book  lU,  eha]>.  xl,  H*  B«to. 
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James  Steuart/  Thornton  attained  a  general  theory 
of  paper  credit  by  the  correction  and  addition  of 
particulars,  in  much  the  cautious  manner  in  which 
revised  economic  theories  emerged  in  the  early  nine- 
teenth century  from  out  the  commanding  authority 
of  the  '^  Wealth  of  Nations."  He  insisted  that  rapidity 
of  circulation  as  well  as  positive  amount  were  factors 
in  the  money  supply,  and  for  this  as  for  other  reasons 
it  was  incorrect  to  assume  that  there  is  a  certain  fixed 
quantity  of  paper,  supplying  the  place  of  gold,  which 
is  all  that  ''  can  easily  circulate  or  that  should  ever 
be  allowed  to  be  sent  into  circulation."  He  made 
clear  that  an  excessive  issue  of  paper  would  lead  to  an 
export  of  gold,  not  by  Adam  Smith's  vague  overflow 
of  the  ''  channel  of  circulation,"  but  by  a  precise  and 
regular  mechanism  of  rising  prices,  unfavorable  ex- 
changes, diminishing  exports  and  increasing  imports. 
Finally  he  definitely  associated  the  state  of  the  foreign 
exchanges  with  the  market  price  of  bullion  as  the 
absolute  test  of  the  value  of  paper  currency:  *'  It 
is  the  maintenance  of  our  general  exchanges,  or, 
in  other  words,  it  is  the  agreement  of  the  mint  price 
with  the  bullion  price  of  gold  which  seems  to  be  the 
true  proof  that  the  circulating  paper  is  not  depre- 
ciated."* With  these  modifications,  Thornton  recog- 
nized that  successive  additions  of  paper  to  a  currency  — 
assmning  no  increase  in  trade  to  absorb  the  excess  — 
would  raise  general  prices  and  displace  equivalent 
portions  of  gold,  until  the  circulation  consisted  entirely 
of  paper.  Thereafter,  if  the  quantity  of  notes  should 
continue  to  be  successively  increased,  the  prices  of 

>  Boyd's  contribution,  altbo  surely  familUr,  was  dlsmlased  with  suoh  Inoldflntal 
comment  as  micht  be  expected  from  a  Bank  governor,  a  colleague  of  Baring  and  a 
champion  of  Pitt. 

*  Paper  Credit,  p.  191. 
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commodities  would  continue  to  rise,  exports  to  decline, 
foreign  exchange  to  fall,  and  an  excess  to  appear  in 
the  market  price  above  the  mint  price  of  gold. 

The  clear  and  logical  inference  from  Thornton's 
principles,  with  respect  to  the  Bank's  past  conduct 
and  present  position,  was  that  the  Bank  had  come  to 
grief  in  1797  by  an  imprudent  reduction  of  the  buUion 
reserve,  that  the  recurring  high  price  of  bullion  and 
fall  in  foreign  exchange  since  the  Restriction  were 
due  to  an  excessive  issue  of  paper,  and  that  the  remedy 
lay  either  in  a  reduction  of  the  Bank's  notes  to  a 
point  where  these  evils  would  disappear,  or  in  com- 
pelling the  Bank  to  resume  gold  payments.  But 
from  these  necessary  conclusions  Thornton  shrank, 
and  indeed  phrased  his  dissent  in  no  uncertain  tone. 
He  asserted  that  the  Restriction  had  been  brought 
about  neither  through  the  recklessness  of  the  Bank's 
administration  nor  the  cupidity  of  the  Government, 
but  that  it  was  the  unavoidable  consequence  of  an 
unfavorable  balance  of  trade,  aggravated  by  a  sudden 
alarm  of  foreign  invasions.  He  added  that  the  sub* 
sequent  drain  of  gold  was  attributable  to  unfavorable 
foreign  exchanges,  ''  produced  partly  by  our  heavy 
expenditure,  though  chiefly  by  the  superadded  circum- 
stance of  two  successively  bad  harvests."  He  denied 
that  the  Bank  had  materially  and  unwisely  increased 
its  paper  issues  since  the  Restriction.  He  insisted 
that  the  prosperity  of  the  nation  required  that  the 
circulation  of  the  country  be  maintained  at  a  certain 
amoimt  and  he  concluded  that  any  further  contraction 
of  bank-notes  designed  to  correct  the  high  price  of 
bullion  and  the  unfavorable  exchanges  was  certain  to 
produce  more  harm  than  good. 

Much  of  the  obscurity  and  all  of  the  prolixity  that 
clouded   Thornton's    work   were   eliminated   in    the 


464  QUARTERLY  JOURNAL  OF  ECONOMICS 

version  in  which  it  attained  its  greatest  vogue  and 
exerted  its  largest  influence  —  Francis  Homer's  ex- 
pository review  in  the  first  number  (November,  1802) 
of  the  Edinburgh  Review.  "  The  analysis  of  Thornton 
cost  me  a  considerable  degree  of  trouble;  but  this 
labor  has  served  to  break  up  the  ground  in  one  of  the 
most  necessary  fields  of  political  economy/'  Homer 
wrote  in  his  journal  in  September,  1802,  and  added 
that  he  had  given  the  review  to  the  press  in  a  very 
mde  form,  altho  his  aim  had  been  to  mold  the  irregular 
materials  of  the  original  work  into  a  useful  arrangement. 
However  short  of  its  author's  ideal  the  review  may 
have  fallen,  it  succeeded  in  laying  before  an  influential 
public  a  succinct  statement  of  the  theory  of  paper 
money  and  an  accurate  description  of  the  existing 
credit  mechanism,  and  at  the  same  time  suggested 
that  which  it  did  not  expose,  —  the  defects  in  Thorn- 
ton's explanation  of  the  influence  of  the  existing  paper 
currency  upon  the  actual  state  of  prices. 

The  Treaty  of  Amiens  was  concluded  in  April,  1802, 
and  the  Bank  professed  readiness  to  redeem  its  notes 
forthwith.  But  the  shadow  of  an  insecure  peace 
hung  over  England  and  in  the  very  month  in  which 
the  definitive  treaty  was  signed,  Addington,  alleging 
political  expediency  as  its  prime  justification,  carried 
through  a  bill  for  the  continuation  of  the  Restriction 
until  March  1,  1803.^ 

By  the  end  of  January,  1803,  the  hope  of  averting 
the  rupture  with  Napoleon  had  gone,'  and  a  fortnight 
later  the  Government  moved  for  further  continuation 
of  the  Restriction.  This  time  the  debate  was  dis- 
tinctly reactionary.    The  Chancellor  of  the  Exchequer 

^  PailUunentary  Histoty,  vol.  zzzv,  541. 

s  Snutrt.  Eoonomlo  Annab  of  the  Nineteenth  Century,  1801-1890  (1910),  p.  64. 


THE  THEORY  OF  MONEY  455 

insisted  that  a  period  of  unfavorable  foreign  exchange 
prevented  resumption,  and  even  Thornton  agreed  that 
''  the  Bank  could  not  with  safety  be  opened  unless 
the  exchange  was  favorable  to  this  country."  Tiemey 
filed  a  mild  caveat,  declaring  with  some  justice  that 
'^  no  other  ground  was  laid  for  the  present  motion, 
but  that  the  exchange  with  Hamburg  was  at  par." 
Fox  contended  that  "  as  long  as  our  currency  continued 
bad,  the  exchange  was  against  us,"  and  proposed  a 
committee  of  inquiry.^ 

A  much  more  effective  stand  in  opposition  was  taken 
by  Lord  King  in  the  House  of  Lords.'  In  a  strong 
speech  of  protest,  bristling  with  striking  facts  and 
sound  arguments,  he  insisted  that  '^  from  the  time 
the  restriction  was  first  imposed,  the  course  of  exchange 
began  to  turn  against  this  cotmtry  in  various  propor- 
tions to  the  quantity  of  paper  in  circulation.""  Two 
months  later  the  debate  on  the  Irish  Bank  Restriction 
Bill  afforded  Lord  King  opportunity  for  explicit  reitera- 
tion of  his  opinions,  centering  in  the  contention  that 
the  extraordinary  increase  in  the  Irish  Bank's  circula- 
tion '^  was  the  circiunstance  which  sufficiently  ac- 
counted for  the  balance  of  trade  being  so  unfavorable."^ 

In  the  late  spring  of  1803,  Lord  King  published  the 
substance  of  what  he  had  sought  to  impress  upon 
Parliament,  in  "  a  more  correct  and  extended  form,"  — 
a  loosely  printed  pamphlet  of  less  than  a  hundred 
pages,  bearing  the  title  '^  Thoughts  on  the  Restriction 
of  Payments  in  Specie  at  the  Banks  of  England  and 

>  Pvhamentary  Hlotory,  voL  zxzv,  1149, 1155. 

*  The  Eui  of  Moira  Aloiie  ooneurrad  with  Loid  King;  Pdham  and  Sheffield  eehoed 
Addtngton. 

*  Parliamentary  History,  vol.  zxzv,  1157. 
«  Parliamentary  History,  toL  zzzt,  1247. 
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Ireland."'  In  both  form  and  content  Lord  IQng's 
pamphlet  was  a  remarkable  contrast  to  the  prolix 
obscurity  of  Thornton's  essay,  and  the  heated  temper 
of  Boyd's  performance.  Clear  and  concise  in  expres- 
sion, restrained  and  dispassionate  in  spirit,  persuasive 
in  argument  and  conclusive  in  evidence,  the ''  Thoughts 
on  the  Restriction  "  was  fitted  to  become,  as  it  speedily 
did,  the  epitome  of  what  had  ab^ady  been  written  in 
sound  criticism  and  in  reasonable  interpretation  of  the 
Bank's  course,  no  less  than  the  inspiration  of  future 
effort  in  the  same  direction. 

Starting  out  by  showing  the  error  of  Adam  Smith  and 
earlier  writers  in  contending  that  the  circulating 
medium  of  a  country  should  form  a  definite  percentage 
of  its  wealth,  and  making  clear  that  a  paper  circulation 
could  not  be  determined  in  proper  amount  either  by 
sound  commercial  discounting  or  by  mere  banking 
solvency.  Lord  King  sununarized  his  further  argument 
succinctly.  The  use  of  paper  money  is  justifiable  only 
if  it  serve  as  a  just  medium  of  exchange.  This  involves 
that  it  be  exactly  equivalent  to  that  quantity  of  the 
precious  metals  which  would  otherwise  be  employed 
for  such  purpose.  To  preserve  this  equivalence  a 
paper  currency  must  be  ''  immediately  and  uncondi- 
tionally convertible  into  specie  "  —  failing  which  it  is 
in  constant  danger  of  being  depreciated  by  excessive 
issue.  A  depreciation  of  currency  produces  a  corres- 
ponding effect  upon  all  exchanges  and  prices.  But 
general  prices  are  subject  to  serious  variation  from 


>  Am  late  at  1877  Franda  A.  Walker  aMented  to  Senior's  opinion  that,  "  It  oontalna 
so  full  and,  in  the  main,  so  true  an  exposition  of  the  theoiy  of  paper  money,  that  after 
more  than  forty  years  of  dlaousaton,  there  Is  little  to  add  to  it  or  oorreot  *'  (Money, 
p.  862).  A  "  seeond  edition  enlarged,  including  some  remarks  on  the  eolnage.'*  was 
published  In  1804  under  the  title  Thoughts  on  the  Effeoto  of  the  Bank  Restriottons, 
and  was  included  (pp.  47-161)  in  Eail  Fortesoue*s  edition  of  Lord  Klng*i  Speeehes 
and  Writtngs  (1844).  The  oilglnal  edition,  like  Thornton's  Paper  Oedlt,  was  re- 
viewed by  Francis  Homer  in  the  Edlnbuigh  Review  (July,  1803). 
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many  causes.  Hence  the  market  price  of  bullion 
and  the  state  of  foreign  exchanges  may  be  selected 
''  as  furnishing  in  conjunction  the  most  accurate 
criterion  of  the  pure  or  depreciated  state  of  a  currency." 
If  the  depreciation  be  considerable,  it  must  in  all 
cases  be  clearly  discovered  by  these  tests.^ 

More  notable  even  than  the  clearness  and  force 
with  which  Lord  King  enunciated  the  theory  of  paper 
nK)ney  was  the  wealth  of  convincing  detail  with  which 
he  fortified  his  theory  and  confirmed  its  application 
to  contemporary  monetary  events.  He  collected 
and  presented  in  parallel  colunms  the  rates  of  exchange 
upon  Hamburg,  Paris,  and  Dublin,  and  the  market 
price  of  standard  silver,  month  by  month  from  1789 
to  1803,  together  with  the  amounts  of  outstanding 
bank-notes  of  the  Banks  of  England  and  Ireland 
respectively,  as  reported  quarterly  from  1797  to  1803, 
all  designed  to  show  that  '^  the  advance  in  price  of 
bullion  and  the  depression  of  the  exchange  have 
corresponded  in  a  very  remarkable  degree  with  the 
increased  amount  of  Bank  notes  since  the  restriction 
of  payments  in  specie."  He  called  attention  to  the 
fact  that  the  course  of  exchange  with  Lisbon  and 
Dublin  had  been  much  in  favor  of  London,  tho  at  the 
same  time  in  a  most  unfavorable  state  with  Hamburg 
and  other  parts  of  the  Continent.  In  explanation 
he  added  that  on  the  one  hand  the  currency  of  Lisbon 
had  been  for  some  time  composed  of  a  paper  circula- 
tion issued  by  the  Portuguese  Government  during  the 

1  "  ThlB  great  law  whieh  we  have  designated  Lord  King's  Law  of  Paper  Money, 
beeanae  he  bore  tlie  moat  oonapleuoua  part  in  establishing  tt "  (Maoleod,  '*  Banking  In 
England  *'  in  Banking  in  aO  Nations,  1806,  vol.  U,  p.  20).  Elsewhere  Madeod  asserts 
that  It  is  to  Boyd,  Lord  King,  and  Thornton,  that  *'  the  merit  is  due  of  establishing  tiiis 
prtnelple,  which  is  as  important  in  the  subject  of  currency  as  the  Newtonian  law  of 
gravity  is  in  astronomy  "  (Theory  and  Practice  of  Banking,  2d  ed.,  1866,  vol.  U,  p.  4) ; 
and  in  still  another  connection  the  same  writer  hesitates  as  to  "  whether  strict  Justice 
does  not  demand  that  it  should  be  attributed  to  John  Law  "  (Dictionaiy  of  Political 
Economy,  1863,  p.  96). 
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late  war;  and  that,  on  the  other  hand,  during  the 
period  in  which  the  issues  of  the  Bank  of  England 
had  increased  one  half ,  the  issue  of  the  Bank  of  Ireland 
had  quadrupled,  and  that  the  currency  of  Dublin, 
consisting  of  notes  of  the  Bank  of  Ireland,  was  de- 
preciated in  much  greater  d^ree  than  the  currency 
of  England.  He  invited  attention  to  such  significant 
facts  as  that  the  difference  between  the  currencies  of 
Dublin  (exclusively  Bank  of  Ireland  notes)  and  Belfast 
(specie  or  the  notes  of  private  bankers  payable  in 
specie)  had  produced  an  actual  exchange  between 
the  two  places  in  favor  of  the  latter.  And  he  reminded 
by  specific  examples  that  an  imfavorable  balance  of 
trade  could  never  occasion  any  greater  difference  in 
the  state  of  the  exchange  above  par  than  would  defray 
the  cost  of  exporting  bullion. 

In  November-December,  1803,  the  Government, 
with  the  prospect  of  a  long  war,  moved  for  a  further 
continuation  of  the  Restriction  for  a  period  sub- 
sequently fixed  as  six  months  after  the  conclusion  of 
a  definitive  treaty  of  peace.  Debate  in  the  House 
of  Conunons  was  perfunctory.  But  in  the  Lords 
more  spirit  was  shown,  and  a  little  later,  in  connection 
with  the  proposal  to  extend  the  restriction  to  the 
Bank  of  Ireland,  discussion  under  the  leadership  of 
Lord  King  reached  a  new  level  of  candor  and  discern- 
ment. Naturally  enough  the  extravagant  perform- 
ances of  the  Irish  Bank  received  chief  attention,  and 
one  practical  result  of  the  debate  was  the  appointment 
in  the  spring  of  1804  of  the  committee  ''  to  inquire 
into  the  State  of  Ireland,  as  to  its  Circulating  Paper, 
its  Specie,  and  Current  Coin,  and  the  Exchange  be- 
tween that  Part  of  the  United  Kingdom  and  Great 
Britam." 

The  Conmiittee  examined  some  twenty  witnesses 
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and  presented  to  the  House  in  June,  1804,  a  carefully 
prepared  report  with  minutes  of  evidence  and  statistical 
appendices.'  Macleod  characterizes  the  Irish  Report 
as  ''  one  of  the  great  landmarks  of  Political  Economy/' 
and  declares  that  "  in  the  main  subject  of  its  inquiry, 
and  the  principal  doctrines  it  lays  down/'  the  Irish 
document  anticipates  the  more  famous  Bullion  Report 
of  six  years  later.'  Even  thq  it  fall  short  of  this  esti- 
mate, the  Irish  Report,  both  in  spirit  and  in  content, 
was  an  important  and  influential  record.  It  established 
the  fact  and  set  forth  the  extent  of  the  unfavorable 
exchange  between  London  and  Dublin.  It  stated  in 
the  clearest  manner  that  the  cause  of  the  unfavorable 
exchange  was  the  unlimited  and  over-abundant  issue 
of  notes  by  the  Bank  of  Ireland  and  their  con- 
sequent depreciation,  and  that  this  in  turn  had  been 
made  possible  ''  by  releasing  the  Bank  from  performing 
their  engagements,  and  by  taking  away  from  them 
the  former  criterion,  namely  the  diminution  of  their 
Gold,  which  they  were  accustomed  to  look  to  for 
judging  when  their  Paper  became  excessive."  For 
the  correction  of  these  evils,  ''  the  great  and  ejffectual 
remedy  "  would  be  "  the  Repeal  of  the  Restriction 
Act  from  whence  all  the  evils  have  flowed";  but 
inasmuch  as  the  sudden  adoption  of  such  a  course 
would  under  existing  conditions  involve  the  Irish 
banks  in  extraordinary  expense  and  difl&culty,  the 
Report  reconmiended  that  the  Bank  of  Ireland  be 
obliged  "  to  give  Bank  of  England  Notes  in  ex- 
change for  their  own  on  demand,  or  to  make  their 

>  Report,  Minutes  of  Evidence,  and  Appendix,  from  the  Committee  on  the  Clr- 
cuhttlnK  Pftpw,  the  Specie,  and  the  Ciuient  Coin  of  Ireland;  and  also,  on  the  Exohange 
between  that  Part  of  the  United  Kingdom  and  Great  Britain  (May  and  June,  1804; 
reprinted  May,  1826]. 

s  Dictionary  of  Political  Economy  (1863)  sub.  Banking  Works  and  Bullion  Report; 
Sumner's  opinion  Is  similar,  see  Hlstoiy  of  American  Currency  (1884),  p.  383. 
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own  exchangeable  for  them  in  London,  or  to  give 
Bills  of  Exchange  on  London  for  them."  In  even 
more  emphatic  terms  the  Report  registered  the  opinion 
that  even  with  such  provision  ''  it  is  incimibent  on 
the  Directors  of  the  Bank  of  Ireland,  and  their  indi- 
spensable duty,  to  limit  their  Paper  at  all  times  of  an 
unfavourable  Exchange  during  the  continuance  of 
the  Restriction,  exactly  on  the  same  principle  as 
they  would  and  must  have  done  in  case  the  Restriction 
did  not  exist;  and  that  all  the  evils  of  a  high  and 
fluctuating  Exchange  must  be  imputable  to  them 
if  they  fail  to  do  so  "  —  it  being  understood  that  any 
reduction  of  outstanding  paper  be  done  "  cautiously 
and  gradually.'^ 

A  month  before  the  appointment  of  the  Irish  Com- 
mittee, Henry  Pamell,  a  member  of  the  Irish  parliament 
since  1797  and  the  representative  of  Queen's  Comity 
in  the  first  united  parliament,  published  his  ''  Observa- 
tions upon  the  State  of  Currency  in  Ireland  and  upon 
the  Course  of  Exchange  between  Dublin  and  London."^ 
Pamell's  pamphlet  was  a  graphic  and  convincing 
application  to  Irish  currency  affairs  of  the  theories 
enunciated  by  Thornton,  Homer,  and  King.  Of 
these  the  influence  of  Lord  King's  "  Thoughts "  was 
paramount.  Pamell  made  uncontrovertibly  clear, 
with  respect  to  the  Bank  of  Ireland,  the  facts  of  an 
automatically  regulated  note  issue  prior  to  the  Re- 
striction, of  a  relatively  excessive  emission  since  that 
time,  of  a  depreciation  of  paper  attested  by  the  pre- 
mium on  gold,  by  the  unfavorable  foreign  exchanges, 
and  the  discount  on  paper.  Interpreting  these  con- 
ditions in  the  spuit  of  Lord  King's  principles,  Pamell 
brought  specific  charges  against  the  Bank  of  England 
"  of  inundating  the  country  with  its  paper;    of  di- 

1  London  and  Dublin,  1804. 
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minishing  the  value  of  the  greatest  portion  of  the 
property  of  the  country;  of  establishing  a  ruinous 
rate  of  exchange;  and  of  bringing  upon  the  state  all 
the  calamities  attending  a  depreciated  currency." 
As  an  effective  but  conservative  remedy  for  the  Bank's 
power  of  "  fixing  the  assize  of  property,"  Pamell 
urged  Lord  King's  proposition  that  the  Bank  of 
Ireland  be  obliged  to  convert  its  notes,  on  demand, 
into  Bank  of  England  paper,  thus  entailing  a  gradual 
diminution  of  the  quantity  of  Irish  paper  in  circulation, 
an  improvement  of  the  exchanges,  and  a  reduction 
of  the  premium  on  gold. 

Altho  Pamell's  primary  concern  was  with  the  local 
circumstances  of  Irish  currency  and  exchange,  he 
insisted  that  the  conclusions  contributed  ''  much  to 
explain  the  science  of  currencies  in  general,  and  to 
corroborate  the  opinions  of  those  who  maintain  that 
the  currency  of  England  is  depreciated."  He  refuted 
the  ''  ministerial  argument "  that  the  continuation  of 
the  restrictions  was  necessary,  in  view  of  imf avorable 
exchanges  with  the  continent,  to  prevent  gold  from 
being  taken  out  of  circulation  and  exported,  and  he 
urged  the  removal  without  delay  of  "  the  origin  of  all 
the  evils  which  are  complained  of,  and  are  still  to  be 
apprehended."  A  month  later  Pamell's  argument 
and  conclusion  were  confirmed  by  the  publication  of 
the  House  Committee  Report,  and  a  siunmary  of  the 
evidence  was  appended  to  the  third  edition  of  his 
essay. 

The  presentation  of  the  Irish  Report  was  the  occasion 
of  a  further  series  of  controversial  pamphlets,  the  most 
ambitious  being  John  Leslie  Foster's  ''  Essay  on  the 
Principle  of  Commercial  Exchanges,  and  more  par- 
ticularly of  the  Exchange  between  Great  Britain  and 
Ireland:  with  an  inquiry  into  the  Practical  Effects  of 
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the  Bank  Restrictions."^  The  author,  a  young  Irish 
barrister  who  had  removed  to  London  and  had  been 
admitted  to  lincohi's  Inn,  undertook  to  examine  the 
system  of  conmiercial  intercourse  between  Great 
Britain  and  Ireland  and  as  preliminary  thereto  **  to 
establish  fixed  and  general  principles  on  the  subject." 
As  compared  with  Thornton,  King,  and  Pamell,  Foster's 
paper  was  prosy,  wearisome,  and  didactic.  All  his 
theory  was  derived  from  King  and  all  his  data  had 
already  been  used  by  Pamell.  But  his  very  crass 
didacticism  served  to  emphasize  certain  sound  prin- 
ciples by  sheer  reiteration:  an  unfavorable  balance  of 
trade  cannot  explain  a  continuous  unfavorable  ex- 
change; an  excessive  issue  of  currency  is  comparable  to 
a  debased  or  seigniorage-charged  currency;  a  metallic 
currency  can  never  remain  excessive,  by  reason  of 
efflux;  an  inconvertible  paper  currency  is  likely  to 
become  excessive;  sound  discounting  of  conmiercial 
paper  is  no  adequate  precaution  against  over-issue; 
a  premium  on  gold,  a  discount  on  paper,  and  a  con- 
tinuous unfavorable  exchange  are  infallible  symptoms 
of  an  excessive  and  therefore  a  depreciated  currency. 
Like  Pamell,  Foster  insisted  that  the  reduction  of  the 
amount  of  currency  would  effect  the  correction  of  an 
unfavorable  exchange  and  would  constitute  the  remedy 
for  its  depreciation;  he  urged  the  legal  requirement 
to  redeem  its  notes  in  Bank  of  England  paper  as  the 
proper  corrective  of  the  Bank  of  Ireland's  condition.* 

>  London.  1804. 

*  So  too,  In  Thou^ta  on  the  Alarming  State  of  the  Circulation,  and  on  the  Meant 
of  Redreering  the  Pecuniary  Grievanoea  of  Ireland  (1806),  the  Eail  of  Lauderdale 
placed  himaelf  in  emphatic  agreement  with  the  contentions  of  the  Irlah  Report  that 
the  unfaTorable  exchange  and  the  premium  on  gold  were  proofs  of  the  depredation 
of  the  Bank  of  Ireland's  notes,  and  that  excessive  issue  was  the  sole  cause  of  such 
depreciation;  gcdng  farther  than  the  half-hearted  palUatlTea  of  the  Report,  Lauderdale 
Insisted  that  the  reduction  of  the  quantity  of  Bank  paper  was  the  only  remedy  for  the 
existing  evil. 
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Neither  the  Irish  Report  nor  the  controversy  that  it 
provoked  resulted  in  legislation  and  the  actual  im- 
provement in  the  Irish  circulation  grew  out  of  the  more 
discreet  conduct  of  the  Bank  of  Ireland. 

Boyd,  Thornton,  Lord  King,  Foster,  and  Pamell  — 
even  Lord  Liverpool  and  the  Earl  of  Lauderdale  — 
wrote  as  tractarians  and  pamphleteers.  The  nearest 
approach  ^  in  the  period  from  1797  to  1809  to  an  in- 
dependent expositor  of  monetary  principles  was  John 
Wheatley  of  Shrewsbury.  Lightly  regarded  by  con- 
temporaries, completely  ignored  by  successors,  the 
barest  details  of  Wheatley's  personal  life  have  been 
forgotten.  His  name  does  not  even  appear  in  the 
"  Dictionary  of  National  Biography,'^  and  so  diligent 
a  student  as  J.  D.  Rogers  has  been  obliged  in  an  interest- 
ing appreciation  in  Palgrave's  '^  Dictionary  of  Political 
Economy ''  to  dismiss  his  biography  in  a  parenthetical 
"  fl.  1803-1822."« 

Wheatley's  title  to  distinction  in  the  development 
of  monetary  theory  rests  upon  two  works.  The  first 
of  these,  "  Remarks  on  Currency  and  Conmierce,"  a 
loosely  printed  octavo,  was  offered  to  the  public  in 
1803,  in  the  train  of  Thornton's  "  Paper  Credit "  rather 
as  "  the  prospectus  of  a  future  work  than  as  a  distinct 
treatise."  The  more  ambitious  "  Essay  on  the  Theory 
of  Money  "  saw  light  four  years  later  as  a  dignified 
quarto  of  some  380  pages,  with  a  second  volume  then 

>  Dfliplto  Its  pretanUous  title,  Thomas  Smith's  Essay  on  the  Theory  of  Money 
sad  Bsehange  (1807;  9d  ed.,  1811)  was  a  dull  defenoe  of  the  Restriction,  evoked  by 
the  Irish  Report,  sad  of  Interest  solely  for  the  estraTScanoe  of  its  expressions  (**  the 
Restriction  Bill  was  one  of  the  wisest  sets  that  ever  was  passed;  ...  if  the  Directors 
have  flRed  at  aO,  It  has  been  In  Issuing  too  few  Notes.**)  The  book  was  reviewed  by 
James  MID  In  the  Edinburch  Review  of  October.  1808,  and  Indirectly  Influenced  the 
■abeequent  course  of  monetary  discussion  (of.  Hollander,  David  Ricardo,  1010,  p.  44). 

*  Of  modem  writers  on  money.  Professor  H.  S.  FoxweD  has  In  various  places 
reeocniaed  Wheatley's  dootrinsl  Importance. 
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promised  but  not  actually  realized  until  1822,  and  then 
only  as  a  reflex  of  new  controversies.^ 

In  literary  manner  Wheatley  was  ponderous,  ar- 
chaic, and  prolix,  suggesting  the  stilted  formalism  of 
Sir  James  Steuart  in  striking  contrast  to  the  crisp 
readableness  of  his  pamphleteer  contemporaries.  As 
critic  he  was  imsympathetic  and  acrid,  his  estimates  of 
men  and  doctrines  being  often  hypercritical  and  some- 
times vitriolic.  But  his  theory  of  money  was  positive 
and  explicit,  its  fundamental  doctrine  being  enimciated 
not  as  an  incident  to  or  corollary  of  any  general  dis- 
cussion, but  as  a  central,  dominating  principle.  Upon 
it  he  based  all  his  criticisms  of  earlier  monetary  opin- 
ions and  from  it  he  derived  all  of  his  practical  proposals. 

Taking  up  the  thread,  with  a  characteristic  dis- 
regard of  intervemng  writers,  virtuaUy  at  the  point  at 
which  Adam  Smith  had  permitted  it  to  drop,  Wheatley 
insisted  that  in  the  conmiercial  intercourse  between 
nation  and  nation  money  is  "  the  measure  of  equiva- 
lency," that  is,  its  value  or  general  purchasing  power  is 
everywhere  identical  —  subject  only  to  the  friction  of 
conveyance  costs  and  trade  restrictions.'  It  is  to  this 
"  great  principle  of  the  level  of  money,"  that  we  must 
turn  for  the  solution  of  "  almost  every  other  mystery 
in  which  the  science  of  financial  economy  has  been 
hitherto  involved."' 

The  value  of  money  in  any  one  country  being 
determined  by  its  amount,  the  greater  the  quantity 
in  circulation  the  lower  will  be  its  standard  and  the 
higher  will  be  the  price  of  all  things.  Accordingly 
it  follows :  * 


>  A  part  at  least  of  this  Moond  volume  waa  sent  by  Wheatley  to  Rloardo.  and 
Rleardo's  acknowledffement  (Brit  Mus.  Add.  msb.  20,764.  f.  44)  Is  reprinted  In 
Bonar  and  Hollander  (ed.).  Letters  of  Rloardo  to  Trower  (1899).  pp.  169-100. 

>  Essay,  pp.  46-46.  •  Ibid.,  p.  97.  «  Ibid.,  p.  40. 
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that  no  one  nation  can  possess  a  greater  or  less  currency  than  its 
due  proportion,  than  that  proportion  which  is  competent  to  cir- 
culate its  produce  at  par  with  other  countries;  that  in  whatever 
instance  it  should  be  augmented  above  this  proportion,  foreign 
produce  would  be  attracted  by  the  advance  in  its  market,  and  take 
off  the  surplus  currency;  that  in  whatever  instance  it  should  be 
reduced  below  this  proportion,  foreigi^  bullion  would  be  attracted 
by  the  cheapness  of  its  market,  and  supply  the  requisite  addition; 
and  that  no  permanent  variation  can  be  effected  in  the  value  of 
money  to  prevent  its  universal  agency  as  a  common  measure  of 
equivalency. 

High  prices  in  a  particular  country  are  therefore  a 
passing  phenomenon;  universal  high  prices  are  in 
reality  only  a  test  that  the  aggregate  currency  of  the 
world  has  mcreased  in  a  greater  proportion  than  its 
aggregate  produce.^  The  course  of  exchange  registers 
the  relative  value  of  money  in  different  countries. 
If  all  countries  could  at  all  times  accurately  employ 
the  several  amounts  necessary  to  preserve  uniform 
correspondence  in  respective  prices,  the  exchange 
between  them  would  invariably  be  at  par.  The  fact 
that  the  course  of  exchange  departs  from  par,  at  least 
by  a  greater  margin  than  is  represented  by  the  expense 
of  transit,  indicates  a  disproportionate  increase  in 
the  local  currency  and  a  depreciation  in  its  value. 

If  such  relative  excess  of  currency  be  caused  by 
the  acciunulation  of  specie,  the  course  of  exchange 
becomes  unfavorable,  and  by  leading  to  the  efflux  and 
distribution  of  the  surplus  specie,  it  maintains  in- 
violable the  level  of  money.*  If  the  excess  be  due 
to  an  over-issue  of  bank-notes  convertible  into  specie 
at  the  option  of  the  holder,  the  course  of  exchange 
causes  its  return  to  the  banks  till  the  equivalence  of 
money  value  is  restored.  So  long,  therefore,  as  the 
currency  of  a  nation  consists  of  a  paper  convertible 

.  p.  61.  s  Efliay,  pp.  66-07. 
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at  option  into  specie,  no  pennanent  excess  can  be 
effected;  as  the  course  of  exchange  will  invariably 
prevent  any  given  amount,  expressive  of  a  given  sum, 
from  measuring  less  value  than  the  same  sum  in  other 
countries,  and  will  present  an  insuperable  bar  to  its 
increase  beyond  the  correct  proportion.^  But  if  the 
paper  of  a  country  be  not  convertible  into  specie  at 
the  option  of  the  holder,  and  a  relative  excess  of  cur- 
rency ensue  from  its  over-issue,  being  neither  like 
specie  qualified  for  exportation,  nor  like  paper  con- 
vertible into  specie  obnoxious  to  a  forced  contraction, 
the  course  of  exchange  has  no  other  means  of  causing 
the  same  simi  to  express  in  that  cotmtry  the  same 
value  which  it  expresses  in  others,  than  to  reduce  it 
to  a  discount  in  proportion  to  its  excess. 

More  than  this,  a  premiimi  on  gold  was  associated 
by  Wheatley  with  a  fall  in  the  exchanges  as  an  im- 
mistakable  symptom  of  the  fact  of  monetary  deprecia- 
tion and  the  measure  of  its  extent : ' 

the  price  of  a  foreign  bill  was  an  accurate  criterion  of  the  value  of 
money  in  the  country  upon  which  it  was  drawn,  and  distinctly 
demcAstrated  to  what  extent  a  given  sum  abroad  would  purchase 
a  greater  quantity  of  produce  than  a  similar  sum  at  home.  Specie, 
therefore,  would  bear  a  premium  commensurate  with  the  premium 
on  a  foreign  bill,  and  no  longer  participating  in  the  degraded 
condition  of  the  paper,  would  resiliate  to  its  level,  and  be  nuun- 
tained  at  the  same  value  with  the  value  of  money  in  other  coimtries. 

Wheatley's  practical  proposals  for  the  correction  of 
prevailing  monetary  ills  —  the  withdrawal  of  issue 
powers  from  the  country  banks  and  the  redemption 
of  the  Bank  of  England's  notes  of  less  than  £5  de- 
nomination —  were  distinctly  feebler  than  his  theoreti- 
cal analysis,  and  this  is  doubtless  the  real  explanation 
of  his  minor  rdle  in   subsequent   cmrency  debate. 

EflMy.  p.  09.  >  Ess^y,  p.  70. 
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But  the  ejffect  of  his  theoretical  writing  was,  by  fuhiess 
of  detail  and  sequence  of  argument,  to  establish  that 
which  he  contributed  as  well  as  that  which  he  merely 
restated.  From  1807  on,  the  propositions  (a)  that 
the  normal  supply  of  a  country  was  the  amount  which 
would  keep  its  price  level  on  a  par  with  that  of  other 
countries,  (b)  that  any  addition  effected  redtmdancy 
and  depreciation,  (c)  that  the  proof  and  measure  of 
such  depreciation  was  the  fall  in  the  foreign  exchanges 
and  the  premium  upon  gold  bullion,  {d)  that  incon- 
vertible paper  would  circulate  without  depreciation 
and  concurrently  with  specie,  if  the  aggregate  amount 
of  such  paper  and  specie  did  not  exceed  the  normal 
monetary  supply  —  could  be  described  as  definite 
and  famiUar  monetary  doctrines. 

In  the  two  years  from  1807  to  1809  currency  dis- 
cussion was  again  relatively  inactive.  The  Bank,  in 
part  restrained  by  the  temper  of  parliamentary  debate 
and  the  quality  of  public  opinion,  in  part  affected  by 
the  coincidence  between  its  rate  of  discount  and 
the  market  rate  of  interest,  followed  a  policy  at  first 
such  as  it  might  have  adopted  in  a  period  of  cash  pay- 
ments. But  new  conditions  were  preparing.  The 
close  of  1807  found  England  not  only  excluded  by  the 
events  of  the  war  from  commercial  intercourse  with 
continental  Europe,  but  limited  by  orders  in  council 
and  non-intercoimse  acts  and  embargoes  in  trade  with 
the  United  States.  The  reduction  and  in  some  cases 
the  total  failure  of  foreign  supplies  were  i^gravated 
by  a  succession  of  unfavorable  seasons  and  deficient 
crops,  resulting  in  a  rapid  advance  of  prices  and 
feverish  speculation  and  hazardous  over-trading.  The 
extravagances  of  South  American  trade  in  1808  and 
the  tempting  gains  of  contraband  trade  with  conti- 
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nental  ports  attracted  a  host  of  speculative  adventurers 
and  gave  a  reckless  tone  to  the  whole  English  world 
of  commerce.* 

In  the  financial  field  the  results  were  those  inevitably 
attendant  upon  highly  speculative  periods  —  "a  great 
briskness  in  the  general  circulation;  a  rapidity  in 
the  interchange  between  goods  and  money  or  credit  "; 
an  increase  of  credit  transactions;  an  enlargement 
of  private  country  bank  paper,  and  an  extension  of 
Bank  of  England  notes.'  The  Bank  expanded  its 
issues  uninterruptedly  through  1808  and  1809,  the 
total  circulation  increasing  from  £17,467,170  in  No- 
vember, 1808,  to  £18,646,880  m  May,  1809,  to  £19,- 
811,330  m  August,  1809.  The  Hamburg  exchange 
fell  from  30«.  8rf.  in  January,  1809,  to  27«.  8rf.  in  Decem- 
ber, 1809,  and  the  price  of  gold  bullion  fluctuated 
from  £4  9«.  to  £4  12s.  per  oz.  —  the  market  price  at  £4 
108.  being  about  15^  per  cent  above  the  Mint  price.' 

These  were  conditions  certain  to  attract  attention 
anew  to  currency  matters.  On  August  29,  1809, 
Ricardo  appeared  as  an  earnest  but  timid  contributor 
of  an  unsigned  paper  on  "  The  Price  of  Gold "  to 
The  Morning  Chronicle.  Comment  elicited  response, 
and  further  criticism  excited  rejoinder  —  culminating 
in  the  pubUcation  early  in  1810  of  Ricardo's  tract 
on  the  '*  High  Price  of  Bullion,  a  Proof  of  the  De- 
preciation of  Bank  Notes."  With  it  the  development 
of  monetary  theory  entered,  in  external  form  at  least, 
if  not  in  doctrinal  content,  upon  a  new  stage,  the 
study  of  which  lies  beyond  the  scope  of  the  present 
paper. 

^  Tooke,  History  of  Prices  (1838),  vol.  t.  p.  273  et  aeq. 

s  Tooke.  Thoughts  uid  Details  on  the  High  and  Low  Prtoes  of  the  last  thirty 
years  <18S3),  p.  108. 

I  Report,  tofether  with  minutes  of  evidence,  and  accounts  from  Uae  Select  Com- 
mittee on  the  High  Prioe  of  Gold  Bullion  (1810),  pp.  1, 189,  207. 
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IV 

A  final  question  remains  to  be  considered:  why 
should  the  phase  of  monetary  theory,  whose  develop- 
ment has  thus  been  reviewed,  figure  in  the  history  of 
economic  thought  as  a  distinctively  "  Ricardian " 
doctrine?  It  would  appear  that  parallel  with  the 
course  of  monetary  events  from  1776  to  1810  ran 
a  current  of  criticism  and  comment  tending  more  and 
more  to  clear  understanding  and  exposition,  and  that 
what  are  commonly  regarded  as  Ricardo's  important 
currency  contributions  were  neither  new  and  inde- 
pendent analyses  of  contemporary  monetary  events, 
nor  fresh  deductions  from  general  economic  principles. 

As  a  matter  of  fact,  Ricardo's  early  currency  pam- 
phlets represent  a  discriminating  acceptance  of  pre- 
vailing monetary  theories,  made  precise  by  faultless 
logic  and  intimate  knowledge  of  monetary  affairs, 
and  made  forcible  by  an  effective  literary  manner. 
There  was  little  in  the  positive  content  of  the  "  High 
Price  of  Bullion  "  that  had  not  been  said  before  and 
even  said  better.  The  theory  of  the  distribution 
of  the  precious  metals  had  been  successively  presented 
by  Locke,  Hume,  Steuart,  Foster,  and  Harris.  The 
theory  of  inconvertible  paper  money  and  "  the  unerring 
tests "  of  inconvertibility  had  been  made  clear  by 
Lord  King  and  John  Wheatley,  and  Ricardo  undertook 
indeed  to  "  add  but  little  to  the  arguments  which 
have  been  so  ably  urged  "  ^  by  the  former  vigorous 
writer.  The  policy  of  the  bank  had  been  arraigned 
with  varying  emphasis  by  Boyd,  Homer,  Thornton, 
Foster,  and  Pamell,  and  Ricardo's  expressions  only 
renewed  and  confirmed  such  judgments. 

>  High  Price  of  BuUlon  (1810),  Introduotion. 
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The  clear  forcible  restatement  of  these  theories,  in 
association  even  tho  not  in  sequence,  together  with 
the  admirable  illustrative  and  confirmatory  equipment 
which  the  monetary  events  of  the  latest  years  afforded, 
the  unequivocal  form  in  which  legislative  tennination 
of  the  Restriction  was  urged  as  the  remedy  for  existing 
disorders  —  would  have  made  Ricardo's  performance, 
emanating  as  it  did  like  Baring's,  Boyd's,  and  Thorn- 
ton's writings  from  a  distinguished  member  of  the 
financial  community,  an  interesting,  even  a  notable 
tract  of  the  times.  But  it  is  unlikely  that  there  would 
have  been  other  results  than  this. 

It  is  to  the  controversial  paragraphs,  the  most 
characteristic  parts  of  the  essay  —  and  even  more, 
of  its  sequel,  the  "  Reply  to  Bosanquet "  —  that  we 
must  turn  to  appreciate  the  larger  influence  exerted 
by  Ricardo's  tracts,  as  compared  with  the  work  of 
predecessors  and  contemporaries.  It  was  because, 
not  content  with  restating  a  positive  theory,  Ricardo 
set  up  in  succession  and  demolished  in  turn,  sometimes 
completely,  always  plausibly,  every  opposed  argument 
in  written  criticism  or  current  opinion,  that  the  doc- 
trines of  the  ''  High  Price  of  Bullion,"  reiterated  and 
amplified  a  few  months  later  in  the  report  of  the 
Bullion  Committee,  were  associated  thereafter  in 
exclusive  authorship  with  the  name  of  Ricardo.  A 
theory  which  had  a  dignified  parentage  was  refurbished, 
defended  from  doctrinal  attacks,  justified  by  con- 
temporary events,  vitalized  by  urgent  timeliness,  and 
vindicated  against  current  criticism.  A  standard 
was  planted,  the  field  cleared,  and  an  alert  and  resource- 
ful champion  held  the  lists. 

Jacob  H.  Hollandsr. 

Johns  Hopkins  Uniybbsitt. 
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Competition  between  produoers,  492 — 6.  Competition  to  prevent 
a  transportation  monopoly,  497 —  VII.  Class  and  sectional  interests, 
501 1.  Domestic  versus  foreign  producers,  503 2.  Vested  in- 
terests, 504 —  VIII.  Fair  return  on  investment,  513 1.  Develop- 
ment of  the  theory,  514.  ■—  2.  Rates  in  general,  516.  —  3.  Particular 
rates,  524. -—IX.  Generid  sununary  and  conclusions,  528 Essen- 
tial points  in  a  theory  of  government-regulated  rates,  535. 

VI.  Competition  {continued) 
4.   Export  rates 

Two  questions  are  raised  in  coimection  with  this 
interesting  group  of  cases:  (1)  Do  carriers  serving 
di£ferent  seaports  have  a  right  so  to  adjust  their 
rates  as  to  promote  the  export  trade  of  the  ports 
served  by  them  ?  (2)  If  this  is  done,  is  the  carrier 
thereby  placed  under  obligation  to  grant  the  same 
rates  on  goods  carried  to  these  ports  for  domestic 
consumption  as  it  gives  to  the  export  traffic  ? 

In  attempting  to  answer  these  difficult  questions 
the  Interstate  Commerce  Commission  has  had  to 
consider  a  vast  amount  of  evidence  and  listen  to 
many  able  arguments  presenting  various  views  as 
to  the  principles  involved.  Its  own  conclusions 
show  the  influence  exerted  on  the  minds  of  the  Com- 
missioners by  these  opposing  arguments  and  con- 
fficting  testimony,  and  make  it  difficult  for  the  analjrst 
to   discover  the   leading  principle  involved   in   the 

final   decision.    Yet,    throughout   all   the   reasoning 

4n 
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of  the  Commissioners,  there  is  evident  a  desire  on 
their  part  to  preserve  competition  between  the  various 
ports  and  between  the  carriers  leading  to  these  ports, 
and  also  to  make  it  possible  for  American  producers 
to  meet  the  competition  of  foreigners  in  the  over-sea 
market.  We  may,  therefore,  without  much  hesita- 
tion, treat  these  cases  under  the  heading  of  competi- 
tion. 

The  questions  just  presented  first  came  before 
the  Commission  shortly  after  its  organization  in  the 
shape  of  a  request  ^  for  its  decision  as  to  whether  or 
not  it  was  illegal  ''  for  railroad  companies  coimecting 
Boston  with  western  points  to  make  the  rates  from 
such  points  to  Boston  upon  grain  and  provisions  for 
export  as  low  as  the  rates  to  New  York,  altho  the 
rates  upon  like  property  for  local  consumption  are 
higher  to  Boston  than  to  New  York,  the  distance 
being  somewhat  greater."  The  Commissioners  ren- 
dered no  formal  decision  in  the  matter  but  informally 
replied  that  it  was  not  illegal.  The  desire  to  preserve 
competition  between  the  two  ports  with  reference 
to  the  export  trade  of  the  country  was  the  reason 
given  for  this  informal  opinion. 

Not  long  after  this  a  formal  hearing  was  given  to 
a  case  brought  before  the  Commission'  in  which 
that  body  was  asked  to  grant  an  order  compelling 
the  defendant  carriers  to  make  as  low  rates  on  goods 
sent  to  Boston  for  domestic  consumption  as  they 
gave  on  the  same  traffic  when  taken  to  New  York. 
The  contention  was  that  since  equal  rates  were  given 
to  the  two  cities  on  goods  intended  for  export  and 
it  cost  no  more  to  haul  goods  for  domestic  consump- 

>  In  re  Export  Trade  of  Boiton,  1 1.  G.  C.  Rep.  34. 

*  Boston  Chamber  of  Commerce  v.  L.  S.  A  M.  S.  R'y  Co.  et  al..  1.  I.  C.  C.  Rep. 
496. 
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tion  than  when  they  were  to  be  exported,  the  two 
cities  should  have  the  same  rates  on  their  domestic 
traffic.  We  have  ah*eady  seen  ^  that  the  Conmiission 
denied  this  plea  on  the  ground  that  the  natural  ad- 
vantages possessed  by  New  York  entitled  her  to 
lower  rates  on  goods  intended  for  domestic  consump- 
tion. 

The  next  case  to  bring  these  questions  before  the 
Commission  was  that  of  The  New  York  Produce 
Exchange  v.  The  New  York  Central  and  Hudson 
River  Railroad  Company  et  al.^  It  appeared  from  the 
evidence  submitted  that  the  carriers  known  as  the 
Trunk  Lines  were  in  the  habit  of  accepting  as  their 
share  of  the  through  export  rate  to  European  ports 
ten  cents  or  more  per  hundred  pounds  less  than  the 
published  domestic  rates  to  New  York  City.  The 
purpose  of  the  discrimination  was  evidently  to  favor 
the  export  trade  of  New  York.  The  Commission 
seems  to  have  preferred  not  to  discuss  at  this  time 
the  question  as  to  whether  it  was  legitimate  as  a 
general  principle  to  charge  lower  rates  on  traffic  in- 
tended for  export  than  on  that  intended  for  domestic 
consumption.  Its  decision  in  the  present  case  was 
against  the  continuance  of  lower  export  rates  at  New 
York,  but  the  reason  cited  was  that  "  any  method 
for  making  rates  should  be  practicable,  and  not  afford 
a  cover  for  discrimination  and  injustice.''  The  only 
practicable  method  of  making  export  rates,  it  was 
said,  was  to  add  the  established  inland  rate  from  the 
interior  to  the  seaboard  to  the  current  ocean  rate. 

The  task  of  attempting  a  settlement  of  the  con- 
troversy between  the  seaboard  cities  as  well  as  between 
the  trunk  lines  over  export  rates  could  not  much 

>  Quarteily  Journal  of  Eeonomlos,  Febniaiy,  1011,  vol.  xzv,  pp.  294-296. 

>  3  L  C.  C.  Rep.  137. 
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longer  be  evaded  and  in  1898  such  a  settlement  was 
attempted  by  the  Commission;  after  a  thoro  in- 
vestigation, in  the  case  of  The  New  York  Produce 
Exchange  v.  The  Baltimore  and  Ohio  Railroad  Com- 
pany et  al.^ 

The  complainant  in  the  case  attacked  the  differen- 
tials on  grain,  flour,  and  provisions  made  by  the  various 
lines  from  the  West  in  favor  of  Philadelphia,  Baltimore, 
and  other  cities.  As  compared  to  New  York  rates 
these  differentials  favored  Philadelphia  to  the  eictent 
of  2  cents  per  100  pounds,  while  Baltimore,  Newport 
News,  and  Norfolk  received  a  differential  of  3  cents 
per  100  pounds.  Boston,  on  the  other  hand,  paid 
the  same  rates  on  export  traffic  as  were  paid  to  New 
York.  The  differentials  applied  to  freight  of  all 
elates  shipped  from  Chicago  and  from  territory 
between  Pittsburg  and  the  Mississippi  river  and 
between  the  Ohio  river  and  the  Great  Lakes.  The 
differentials  were  somewhat  less  on  traffic  coming 
by  the  Great  Lakes  and  on  that  carried  on  commodity 
tariffs,  but  in  all  cases  the  rates  on  export  traffic 
were  lower  to  Philadelphia  and  Baltimore  than  to 
New  York. 

The  history  of  the  differentials  showed  that  they 
had  been  applied  in  one  form  or  another  since  1869. 
They  had  given  rise  to  many  contentions  between 
the  cities  on  the  Atlantic  seaboard  and  had  caused 
many  destructive  rate  wars  between  the  carriers 
leading  to  the  several  ports.  The  struggles  "  were 
mostly  over  export  traffic  and  the  differentials  were 
insisted  upon  and  were  allowed  for  the  purpose  of 
permitting  the  various  carriers  to  enjoy  a  portion 
of  that  traffic."  The  contest  between  the  cities  was 
more  bitter  than  that  between  the  roads;  and  some 

t  7  I.  C.  C.  Rep.  612. 
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of  the  carriers,  weary  of  the  long  struggle,  requested 
certain  eminent  men  with  legal  training  and  judicial 
experience  to  act  as  an  advisory  commission  to  aid 
in  finding  a  solution  to  the  problem.  These  gentlemen 
made  an  elaborate  investigation  covering  several 
months  and  reported  in  July,  1882. 

The  conclusion  at  which  they  arrived  was  that  distance  could  not 
be  used  as  a  measure  of  these  differentials;  neither  could  cost  of 
service.  Competition  which  embraced  these  two,  and  all  other 
factors,  if  properly  conducted  through  a  series  of  years  was  the 
most  reliable  guide.  Competition,  after  many  years,  had  resulted 
in  fixing  the  differentials  in  force.  Those  differentials  were  justi- 
fied to  a  certain  extent  by  distance  and  to  a  certain  extent  by  cost 
of  service.  The  purpose  of  the  differential  was  to  equalize  the  cost 
of  exporting  grain  and  other  merchandise  through  the  various 
ports  to  which  they  were  applied.  A  difference  in  ocean  freight 
rates  from  those  respective  ports,  corresponding  generally  to  the 
inland  differentials,  was  found  to  exist.  Upon  the  whole,  there- 
fore, the  [advisory]  commission  declined  to  recommend  that  the 
differentials  which  had  been  agreed  upon  should  be  distiurbed.^ 

When  the  case  came  before  the  Interstate  Com- 
merce Commission  the  complainant  urged:  (1)  that 
the  differential  was  not  fair  in  principle,  and  (2)  that 
even  if  the  conclusion  reached  by  the  advisory  com- 
mission in  1882  were  sound,  conditions  had  so  changed 
since  that  time  that  the  decision  of  that  year  could 
no  longer  be  held  applicable.  Philadelphia  and  Balti- 
more claimed  that  the  differentials  in  their  favor 
gave  only  proper  recognition  to  the  fact  that  the 
distance  from  Chicago  to  those  ports  was  less  than 
to  New  York.  New  York  interests,  however,  declared 
that  the  wheat  of  Wisconsin,  Minnesota,  and  the 
Dakotas  was  in  a  territory  naturally  tributary  to 
New  York  and  that  the  differentials  thus  robbed 
that   city   of   its   natural   geographical   advantages. 

^  7  I.  C.  C.  Rep.  61»-620. 
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To  oflfset  this  claim,  however,  Baltimore  declared 
that  the  com  territory  was  naturally  tributary  to 
that  city.  The  Commission  found  it  impossible  to 
determine  the  origin  of  the  traffic,  as  it  varied  from 
year  to  year. 

The  New  York  interests  further  claimed  that  dif- 
ferences in  cost  of  service  did  not  justify  the  discrim- 
ination against  New  York,  and  that  if  the  object  of 
the  differentials  was  to  equalize  the  cost  of  exporting 
grain  through  the  various  ports,  ''  then  the  cost  of 
grain  in  Europe  should  be  the  same  by  each  port 
whereas,  in  point  of  fact,  it  had  been  less  through 
the  outports  than  through  New  York."    The  results 
of  this  discrimination  were  shown  in  the  declme  of 
the  export  trade  of  New  York  in  flour,  grain,  and 
provisions    since    1873,    especially  during   the    '90s, 
while  during  those  years  exports  had  remained  about 
the  same  at  Philadelphia  and  had  greatly  increased 
at  other  ports.    The  Commission  discovered  on  in- 
vestigation that  New  York  had  certain  advantages 
over  the  other  ports  for  conducting  the  export  business, 
such  as  were  due  to  her  large  and  accessible  harbor, 
the  accumulation  of  wealth  and  business  which  brought 
many    ships    there,    her   elevator    storage    capacity, 
and  the  Erie  Canal.    On  the  other  hand,  the  port  of 
New  York  labored  under  certain  disadvantages  due 
to  the  heavy  port  charges,  especially  for  lighterage, 
and  perhaps  to  more  rigid  grain  inspection  than  at 
other  ports.    The  Commission  concluded  that  "  so 
far  as  the  full  cargo  business  is  concerned,  there  is 
no  appreciable  difference  in  cost,  and  no  appreciable 
difference  in  the  ocean  rates  from  the  three  ports, 
New  York,  Baltimore,  and  Philadelphia."    In  respect 
to  "  berth  rates  "  (for  quantities  less  than  a  full  cargo) 
New  York  appeared  to  have  an  advantage  over  other 
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ports  owing  to  the  large  number  of  steamships  sailing 
from  that  port. 

On  the  whole,  however,  efforts  to  reach  a  solution 
of  the  problem  based  on  a  comparison  of  differences 
in  distance  or  on  the  relative  costs  of  service  did  not 
yield  satisfactory  results  to  the  Interstate  Commerce 
Conmiission,  any  more  than  it  had  to  the  Advisory 
Commission  of  1882,  or  to  Mr.  Albert  Fink,  or  to  the 
other  traffic  experts  who  had  at  various  times  grappled 
with  the  problem.  The  Commissioners  agreed  with 
the  earlier  investigators  that  the  differentials  were 
based  not  on  differences  in  distance  or  in  the  cost  of 
service  but  on  competition,  and  that  if  they  were  to 
be  justified  at  all  it  must  be  on  the  principle  of  pre- 
serving competition  between  the  ports  and  between 
the  carriers  which  served  these  ports. 

The  primary  purpose  of  these  differentials  is  not  to  do  justice  to 
a  particular  port  but  to  enable  the  various  competing  lines  to 
obtain  a  fair  proportion  of  this  traffic.  In  other  words,  the  reason 
for  these  differentials  is  competition  between  railways.  Cost  of 
service  and  distance  are  very  likely  taken  into  account  by  the 
defendants  in  determining  whether  under  the  operations  of  the 
differentials  a  particular  line  has  obtained  more  than  its  share  of 
the  traffic,  but  the  underlying  principle  is  competition. 

Having  concluded  that  competition  was  the  prin- 
ciple upon  which  the  differentials  were  based,  the 
Commissioners  next  discussed  the  question  as  to 
whether  this  principle  was  itself  just.  They  quoted 
from  decisions  of  the  United  States  Supreme  Court  ^ 
to  show  that  competitive  conditions  do  not  necessarily 
but  "  may  justify  the  preference  of  one  locality  to 
another,  provided  the  interests  of  the  public  are  not 
unduly    sacrificed    to    those    of    the    carrier."    This 

>  Tax.  A  Pmolf.  R'y  Co.  v.  Interstate  Commeroe  CommiMlon,  162  U.  S.  107; 
A  I.  C.  R.  406.  Interstate  Commeroe  Commission  v.  Alabama  Midland  R*y.  162 
U.ai44. 


478  QUARTERLY  JOURNAL  OF  ECONOMICS 

however  is  clearly  a  legal  argument;  not  an  economic 
one.  It  is  more  important  to  observe  the  gromids 
on  which  the  Commission  attempted  to  sustain  the 
existing  differentials. 

Since  competition  was  the  basis,  the  object  of  the 
differentials,  it  was  shown,  was  to  make  the  cost  of 
transporting  such  articles  as  grain  from  Chicago  to 
Liverpool  the  same  through  all  ports. 

Any  difference  in  the  expense  of  ocean  carriage  should  be  equalised 
by  a  corresponding  difference  in  the  cost  of  inland  carriage.  .  .  . 
Broadly  speaking,  the  differential  is  supposed  to  correspond  with 
and  make  good  a  difference  in  the  ocean  freight  rate. 

While,  however,  the  differentials  at  the  time  of 
making  the  investigation  (1896)  were  the  same  as 
when  first  established  in  1878,  "  the  gradual  lowering 
of  rates,  the  shrinking  of  values,  the  increase  of  com- 
petition, have  all  operated  to  make  the  differentials 
in  favor  of  Baltimore  and  Philadelphia  mean  more 
today  than  they  did  when  agreed  upon."  The  Com- 
mission however  declared  (as  had  the  advisory  com- 
mission of  1882)  that  while  neither  considerations 
of  distance  nor  cost  of  service  could  justify  entirely 
the  existing  differentials,  the  most  satisfactory  means 
of  testing  them  was  "  the  result  of  their  operation." 
New  York  was  of  coimse  quick  to  point  out  that  this 
result  had  been  a  great  decline  in  her  export  trade 
since  the  differentials  went  into  effect.  But  the 
Commissioners,  while  admitting  that  there  had  been 
a  decline,  expressed  the  opinion  that  this  was  in  keep- 
ing with  the  natural  development  of  the  nation  and 
that  New  York's  early  preeminence  in  the  export 
trade  had  been  due  largely  to  artificial  conditions 
which  had  since  been  changed  by  ''  other  strong 
influences  "  operating  in  favor  of  other  ports. 
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The  Commissioners  agreed,  however,  that  owing 
to  the  fact  that  the  differences  in  ocean  freight  rates 
from  the  different  ports  were  at  that  time  less  than 
the  amount  of  the  differentials,  and  that  the  differen- 
tials were  having  more  effect  than  they  had  in  1877, 
these  two  circumstances  "  would  point  strongly  to 
the  conclusion  that  they  ought  to  be  modified."  The 
Commissioners  did  not  order  any  modification,  how- 
ever, and  their  explanation  for  not  doing  so  is  the 
least  satisfactory  portion  of  their  reasoning. 

The  differentials,  it  was  said,  applied  to  all  classes 
of  freight  and  accordingly  affected  all  commodities. 
But  the  exports  of  higher  grade  than  wheat  went 
almost  entirely  to  New  York,  where  they  could  find 
quicker  service  to  all  parts  of  the  world.  Now,  said 
the  Commissioners, 

if  the  quantity  of  these  exports,  which  the  differential  does  not 
divert  to  Baltimore  or  Philadelphia  has  been  increased  in  late 
years,  it  is  manifest  that  this  offsets  to  that  extent  any  increased 
diversion  of  grain  to  the  outports.  ...  So  it  is  by  no  means 
certain  that  more  grain  ought  not  to  go  through  the  outports  to 
offset  the  increased  exports  of  other  kinds  from  New  York. 

According  to  this  peculiar  reasoning  the  advan- 
tages possessed  by  Baltimore  and  Philadelphia  do 
not  entitle  them  to  as  large  differentials  as  they  are 
actually  receiving,  but  this  is  ''  offset "  by  the  fact 
that  New  York's  natural  advantages  enable  her, 
in  spite  of  the  differentials,  to  secure  a  larger  percentage 
of  the  high-grade  exports  than  formerly.  This  fal- 
lacious argument  is  made  still  weaker  by  the  Com- 
missioners' plea  that 

if  we  have  made  an  error,  it  is  in  favor  of  the  weak  and  against 
the  strong.  ...  It  is  almost  impossible  for  us  to  feel  that  a 
locality  which  engrosses  one-half  of  all  the  exports  and  three-fourths 
of  all  the  imports  upon  the  seaboard  can  justly  complain  of  any 
undue  diversion  of  its  commerce. 
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Since  our  purpose  is  to  interpret  rather  than  to 
criticise  the  Commission's  conclusions  we  wiU  not 
follow  the  argument  further,  but  wiU  conclude  our 
presentation  of  this  case  with  the  Commission's  own 
summary,  which  shows  clearly  that  in  rendering  their 
decision  the  Commissioners  were  convinced  that 
competition  long  maintained  afforded  the  best  method 
of  judging  as  to  the  reasonableness  of  the  rates  in 
question. 

The  principle  upon  which  these  differentials  have  been  established 
is  legitimate.  Looking  to  the  basis  of  the  differentials  themsdves, 
while  there  is  much  to  indicate  that  they  should  perhaps  be  some- 
what modified,  it  cannot  be  affirmed  with  certainty  that  they  are 
wrong.  Considering  their  effect  as  exhibited  through  a  long  series 
of  years,  it  is  impossible  to  say  that  they  have  exercised  any  un- 
toward or  unnatural  influence  upon  traffic. 

The  decisions  of  the  Interstate  Commerce  Com- 
mission in  the  later  cases  dealing  with  export  rates 
which  have  come  before  it  have  been  much  influenced 
by  the  decision  of  the  United  States  Supreme  Court 
in  the  Import  rale  case  ^  in  which  the  Court,  over-ruling 
the  Commission,  held  that 

among  the  ch*cumstances  and  conditions  to  be  considered,  as  weU 
in  the  case  of  the  traffic  originating  in  foreign  ports  as  in  the  case 
of  traffic  originating  within  the  limits  of  the  United  States,  com- 
petition that  affects  rates  should  be  considered,  and  in  deciding 
whether  rates  and  charges  made  at  a  low  rate  to  secure  foreign 
freights  which  would  otherwise  go  by  other  competitive  routes  are 
or  are  not  undue  and  unjust,  the  fair  interests  of  the  carrier  com- 
panies and  the  welfare  of  the  community  which  is  to  receive  and 
consume  the  commodities  are  to  be  considered. 

By  inference,  at  least,  this  decision  of  the  Supreme 
Court  would  apply  to  the  export  as  well  as  to  the 
import   traflSc,    especially   since   competition   is   dis- 

>  Tez.  A  pMlf.  R'y  Co.  v.  Interstate  Commerce  Commlnlon.  182  U.  8.  197;  5  I. 
C.  R.  406. 
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tinctly  set  forth  as  a  reason  why  lower  rates  might 
be  granted  by  carriers  to  commodities  intended  for 
export  than  were  granted  to  the  same  articles  when 
intended  for  domestic  consumption.  With  this  case 
as  a  precedent,  therefore,  the  Commission  decided 
in  the  case  of  Boston  export  traffic  ^  that  even  tho 
these  goods  were  not  shipped  on  a  through  rate,  they 
might  legitimately  be  charged  lower  rates  than  were 
accorded  to  the  same  goods  intended  for  domestic 
consumption.  "  The  export  rate  to  Boston,"  said 
the  Commissioners,  ''  is  not  in  reality  a  Boston  rate 
at  all  but  is  in  essence  the  inland  division  of  a  through 
rate  through  that  port  to  foreign  ports." 

The  principle  underlying  this  decision  is  clearly 
not  cost  of  service  but  competition.  The  decision 
is  in  accord  with  the  informal  opinion  rendered  in 
the  case  of  the  Export  Trade  of  Boston,*  but  is  not  in 
agreement  with  the  rule  laid  down  in  New  York 
Produce  Exchange  v.  New  York  Central  and  Hudson 
River  Railroad  Company  et  oZ.'  The  language  of  the 
Commissioners  also  indicates  that  they  believed  it 
correct  in  principle  to  apply  a  different  ruling  in 
the  case  of  Boston  export  traffic  than  they  would 
apply  at  New  York.  For,  while  they  admitted  that 
their  decision  in  the  present  case  was  influenced 
more  or  less  by  the  Supreme  Court's  decision  in  the 
import  rate  case,  they  practically  assumed  full  re- 
sponsibility for  their  own  decision  by  stating  that  the 
decision  of  the  Supreme  Court  did  not  carry  with  it 
any  obligation  on  the  part  of  the  Commission  to 
sanction  lower  rates  on  import  or  export  traffic  than 
on  domestic  traffic,  but  merely  required  that  ''  in 
determining  whether  such  rate  constitutes  an  unjust 

>  Kflmble  v.  B.  A  A.  R.  R.  Co.  et  al.,  8 1.  C.  C.  Rep.  110. 

*  1 1.  C.  C.  Rep.  24.  »  8  I.  C.  C.  Rep.  137. 
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discrimination  or  an  undue  preference,  the  interest 
of  the  carrier  and  the  consumer  should  be  taken  into 
accoimt  as  well  as  that  of  the  producer/'  The  Com- 
mission therefore  declared  that  ''  if  any  individual 
or  locality  feels  itself  aggrieved  by  the  rates  made 
upon  export  or  import  business  as  compared  with 
domestic  business,  the  Commission  has  full  authority 
to  consider  and  pass  upon  that  grievance."  So  far 
as  Boston  export  traffic  is  concerned,  therefore,  there 
appears  to  be  no  difference  in  the  opinions  of  the 
Court  and  the  Commission.  Both  tribunals  agree 
that  competition  is  the  controlling  principle  in  the 
case. 

The  real  difference  in  the  opinions  of  these  two 
bodies  is  best  revealed  in  the  Commission's  report 
on  an  investigation  made  by  it  in  1899,  In  the  matter 
of  relative  rates  an  export  and  domestic  traffic  in  grains 
Two  questions  were  involved:  (1)  To  what  extent, 
if  at  all,  might  the  carriers  make  a  different  rate  on 
grain  intended  for  export  than  that  given  to  the  same 
commodity  when  intended  for  domestic  use  ?  (2) 
Might  there  be  a  legitimate  difference  made  between 
the  export  rate  on  grain  and  that  on  its  chief  products, 
flour  and  meal? 

With  reference  to  the  first  point,  the  evidence 
showed  that  the  railroads  connecting  the  Middle 
West  with  the  Atlantic  seaboard  were  giving  a  rate 
of  12  cents  per  100  pounds  on  grain  shipped  from  the 
Mississippi  river  to  New  York  when  it  was  intended 
for  export,  and  at  the  same  time  were  charging  191 
cents  per  100  pounds  on  the  grain  when  it  was  intended 
for  domestic  consumption.  The  carriers  claimed  that 
''  it  is  a  matter  of  no  consequence  to  the  eastern  con- 
sumer what  rate  is  charged  to  the  foreigner,  provided 

t  8  I.  G.  C.  Rap.  214. 
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the  domestic  rate  is  a  reasonable  one."  This  argument 
did  not  appeal  to  the  Commissioners.  They  replied :  — 

To  this  proposition  we  cannot  fully  assent.  In  the  first  place 
the  foreigner  is  to  an  extent  in  competition  with  the  American. 
Both  are  engaged  in  the  production  of  articles  sold  in  the  same 
market  either  abroad  or  in  the  United  States.  If  the  Englishman 
can  procure  the  necessities  of  life  cheaper  than  his  American  com- 
petitor, that  gives  him  the  advantage.  .  .  .  Unless  there  is  some 
good  reason  for  the  distinction,  the  rate  to  the  American  ought 
not  to  be  higher  than  to  the  foreigner.  If  our  carriers,  in  the 
absence  of  any  constraining  reason,  can  transport  com  from  the 
Mississippi  river  to  New  York  for  12  cents  per  hundred  pounds 
for  export,  that  of  itself  shows  that  a  rate  of  19)  cents  to  the  do- 
mestic consumer  is  unreasonable. 

The  carriers  made  some  effort  to  show  that  the 
cost  of  service  was  less  for  the  export  than  for  the 
domestic  traffic  owing  to  bulk  of  shipments,  methods 
of  imloading,  etc.,  but  the  Commission  dismissed  this 
argument  with  the  statement  that  the  evidence  on 
this  point  was  insufficient.  The  main  ground  of 
defence  occupied  by  the  carriers  was  that  competitive 
conditions  existed  in  the  case  of  the  export  traffic 
in  grain  which  did  not  exist  in  the  case  of  grain  intended 
for  domestic  consumption.  The  competitive  con- 
ditions were  of  two  sorts:  (1)  competition  in  the 
European  market  between  American  producers  and 
those  of  other  grain  exporting  countries;  (2)  com- 
petition between  the  carriers  engaged  in  transporting 
export  grains. 

With  reference  to  the  first  form  of  competition 
the  defence  claimed  that  the  price  of  wheat  was  fixed 
both  at  home  and  abroad  by  the  foreign  market  and 
it  was  said  that  if  the  price  of  wheat  abroad  were 
lower  than  the  price  in  this  coimtry  plus  the  established 
rate  for  transportation,  then  either  the  price  of  wheat 
must  be  reduced  or  the  rate  of  transportation  must 
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be  lowered.  By  pursuing  the  latter  course,  the  car- 
riers claimed  that  the  American  producer  received 
the  entire  benefit  from  the  reduction  of  railway  rates. 
This  patriotic  and  philanthropic  mode  of  procedure 
on  the  part  of  the  railroads  did  not  greatly  appeal 
to  the  Commissioners.  They  did  not  accept  the 
statement  that  the  foreign  market  fixed  the  price 
of  American  grain  and  said,  '^  As  an  actual  fact  it  is 
doubtless  true  that  the  price  of  grain,  certainly  wheat, 
abroad  is  fibbed  neither  by  the  foreign  nor  by  the  Ameri- 
can supply  alone,  but  by  the  one  acting  upon  the 
other."  The  facts,  furthermore,  did  not  show  that 
at  the  time  of  the  investigation  the  low  rates  on  export 
grain  had  been  rendered  necessary  by  the  condition 
of  the  foreign  market,  but  they  did  show,  according 
to  the  Commissioners,  that  ''  the  American  producer 
has  derived  no  substantial  benefit  from  these  rates; 
that  the  American  carrier  has  lost  enormously  by 
them,  and  that  the  foreigner  alone  has  had  the  benefit 
of  them." 

The  Commission  was  willing  to  attach  more  im- 
portance to  the  second  form  of  competition  cited 
by  the  defence,  viz.  that  between  the  carriers  them- 
selves. This  competition  was  three-fold  in  character: 
(1)  that  between  the  trunk  lines  and  those  running 
to  the  Gulf  ports;  (2)  that  between  the  trunk  lines 
themselves;  and  (3)  that  between  the  railroads  and 
the  water  routes,  especially  the  Great  Lakes,  St. 
Lawrence  river,  and  the  Erie  Canal.  This  com- 
petition, the  Commissioners  were  compelled  to  admit, 
must  be  considered  in  judging  as  to  the  reasonableness 
of  the  export  rates,  tho  they  declared  it  had  ''  sacrificed 
millions  of  dollars  "  of  revenue  of  American  railroads. 
"  Nor  would  we,"  said  they,  "  permit  the  continuance 
of  such  a  system  if  we  had  the  power  to  prevent  it." 
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Owing,  however,  to  the  influence  of  water  competition, 
as  well  as  to  the  fact  that  ''  the  purpose  of  the  act 
was  to  foster  competition,"  and  ''  the  highest  judicial 
authority  has  declared  that  competition  between 
railways  may  be  a  reason  for  making  a  lower  charge 
to  the  more  distant  point,''  the  Commission  confessed 
itself  powerless  to  order  carriers  to  make  their  rates 
on  domestic  traffic  as  low  as  that  given  on  the  export 
traffic. 

The  question  as  to  whether  or  no  it  was  legitimate 
to  charge  a  higher  rate  on  grain  products  than  on 
grain,  when  both  were  intended  for  export,  was  an- 
swered by  the  Commission  on  much  the  same  principle 
as  was  applied  to  the  settlement  of  the  controversy 
over  the  domestic  and  export  grain  rates.  The  car- 
riers sought  to  justify  the  higher  rates  on  flour  than 
on  grain  on  several  groimds:  (1)  Cost  of  service. 
Flour  was  said  to  be  more  liable  than  wheat  to  injury; 
wheat  moved  in  train  load  lots;  wheat  was  delivered 
in  New  York  at  the  ship's  side,  flour  over  the  ship's 
side.  The  Commission  admitted  some  difference  in 
the  cost  of  service  but  thought  it  would  not  exceed 
one  or  two  cents  per  himdred  pounds.  (2)  The  car- 
riers urged  that  the  general  rule  that  manufactured 
products  should  pay  a  higher  rate  than  raw  materials 
was  applicable  to  this  case  and  that  the  value  of  the 
flour  was  greater  than  that  of  the  wheat.  The  Com- 
mission said  that  ''  when  it  is  remembered  that  the 
cheaper  grades  of  flour  are  usually  exported,  it  is 
questionable  whether  the  difference  is  material." 
(3)  Water  competition,  a  prominent  factor  in  connection 
with  the  movement  of  wheat,  was  shown  to  be  of 
less  importance  in  case  of  the  flour  traffic.  Hence, 
in  spite  of  strong  evidence  submitted  by  the  millers, 
showing  that  the  profits  from  manufacturing  flour 
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for  export  were  only  from  one  to  two  cents  per  hundred 
pounds,  the  Commissioners  said:  ''  We  think  and  find 
that  the  lake  competition  fairly  fixes  the  rate  on 
flour  at  from  two  to  four  cents  per  hundred  pounds 
above  the  wheat  rate."  In  spite  of  the  fact  that 
^ter  competition  as  well  as  competition  between 
the  railroads  was  a  real  factor  in  the  case,  and  that 
both  the  law  and  the  courts  compelled  its  recognition, 
the  Commission  evinced  throughout  the  entire  case 
a  strong  feeling  that  this  competition  was  bad  policy 
not  only  for  the  pubUc  at  large  but  even  for  the  car- 
riers. This  feeling,  as  well  as  the  desire  to  go  as  far 
as  they  could  go  in  sustaining  American  millers  in 
their  competition  with  the  milling  industry  abroad, 
led  the  Commissioners  to  decide  that  *'  the  rate  upon 
flour  for  export  ought  not  to  exceed  that  upon  wheat 
by  more  than  2  cents  per  hundred  pounds." 

Three  years  after  the  Commission  had  rendered 
its  decision  in  the  above  case,  the  trunk  lines  leading 
to  the  East  from  Chicago  and  the  Mississippi  river 
gave  notice  of  an  advance  to  be  made  in  the  rate  on 
grain  from  a  former  published  rate  of  17}  cents  p^ 
100  pounds  (which,  however,  was  seldom  maintained) 
to  a  rate  of  20  cents  per  100  pounds.  When  the 
Conmiission  undertook  an  investigation  ^  of  the  causes 
and  justification  of  the  increase,  the  earners  gave 
as  reasons:  (1)  changes  in  conmiercial  conditions, 
and  (2)  cessation  of  competition  to  a  degree  which 
made  it  easier  to  maintain  published  rates.  The 
Conmiission  did  not  discover  that  there  had  been 
any  such  change  in  the  commercial  conditions  for 
producing,  shipping,  and  marketing  grain  as  would 
warrant  an  advance  in  the  rates,  but  the  second 

>  In  the  matter  of  proposed  advanoes  In  freight  ratee.  9  I.  C.  C.  Rep.  384. 
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reason  advanced  by  the  carriers  seemed  a  more  plau- 
sible explanation  for  the  increase. 

The  intense  competition  which  had  for  years  existed 
between  the  lines  leading  from  the  West  to  the  Atlantic 
seaboard  had  been^  if  not  ended,  at  least  in  a  measure 
brought  under  control  by  purchase  of  large  blocks 
of  stock  in  the  most  troublesome  of  these  competing 
Unes  by  the  two  strongest  lines,  the  Pennsylvania 
and  the  New  York  Central  railroads.  This  purchase 
and  resulting  control  of  the  weaker  lines  by  the  stronger 
ones  made  it  seem  much  more  likely  that  in  the  future 
the  published  rates  could  be  maintained. 

The  Commission  refused  to  justify  the  advance 
in  the  published  rates  from  17^  to  20  cents  per  100 
pounds.  They  called  attention  to  the  fact  that  the 
language  of  the  act  to  regulate  commerce  and  the 
decisions  of  the  Supreme  Court  in  interpreting  that 
act  and  the  Sherman  Anti-Trust  Act  showed  that 
public  opinion  reflected  in  legislation  and  judicial 
decisions  was  unwilling  to  concede  that  competition 
in  the  railway  business  was  not  a  proper  means  of 
r^ulating  freight  and  passenger  business.  The  Com- 
mission's discussion  of  the  matter  shows  clearly  its 
own  beUef  that  competition  between  railways  was 
frequently  of  such  a  character  as  not  to  guarantee 
reasonable  rates. 

It  has  been  frequently  observed  that  competition  in  rates  under 
the  act  to  regulate  commerce  is  a  misnomer.  This  grain  rate 
between  Chicago  and  New  York  must  be  the  same  by  all  lines. 
If  any  one  line  reduces  that  rate,  every  other  line  must  make  a 
corresponding  reduction  or  withdraw  from  the  business.  No  line 
can,  therefore,  hope  to  gain  a  permanent  advantage  by  a  reduction 
in  the  published  tariff.  So  long  as  rates  are  observed  there  can  be 
no  competition  in  the  rate,  altho  there  may  be  in  facilities.  Such 
competition  necessarily  consists  in  departures  from  the  published 
rate.  Such  competition  does  not,  however,  materially  increase 
the  total  amount  of  traffic.    It  may  turn  additional  tonnage  to  a 


488  QUARTERLY  JOURNAL  OF  ECONOMICS 

particular  line  temporarily,  but  the  total  result  is  a  reduction  in 
the  aggregate  gross  and  net  revenues  of  all  lines  and  probably  in 
the  net  revenue  of  every  individual  line. 

To  the  Commission,  therefore,  the  mere  fact  that 
competition  in  rate  making  is  shown  to  exist  is  not 
a  sufficient  proof  that  the  resulting  rates  are  reasonable. 
Competition  may  make  the  rates  too  low.  The 
railroads  insisted  that  this  was  true  in  the  present 
instance  and  claimed  that  even  the  former  published 
rate  of  17^  cents  per  100  pounds  was  so  low  that  it 
was  unremunerative.  To  decide  this  point  the  Com- 
missioners made  an  investigation  into  relative  costs 
of  moving  grain  and  other  commodities,  with  the 
f oUowing  results :  — 

Of  all  commodities  grain  is  among  the  very  most  desirable  species 
of  traffic.  It  moves  between  Chicago  and  the  Atlantic  seaboard 
in  large  quantities,  frequently  in  train  loads.  Cars  can  be  loaded 
to  their  full  capacity.  The  nature  of  the  business  permits  prompt 
loading  and  unloading.  The  character  of  the  service  required 
allows  the  most  economical  handling  of  trains  with  respect  to  rate 
of  speed  and  other  operating  conditions.  There  is  hardly  any 
kind  of  traffic  moving  from  Chicago  to  the  Atlantic  seaboard 
which  can  be  transported  at  less  cost  to  the  carriers  than  grain.  .  .  . 
The  first  reason  urged  by  the  carriers  for  advancing  these  rates 
beyond  the  competitive  point  is  not  therefore  sustained.  Whether 
tested  by  the  actual  cost  of  movement,  by  what  carriers  have 
voluntarily  accepted  in  the  past,  or  by  comparison  with  other 
somewhat  similar  kinds  of  tr^c,  this  rate  is  not,  in  our  opinion, 
extravagantly  low. 

While  the  Commission,  therefore,  still  held  to  the 
theory  that  competition  was  the  controlling  factor 
in  the  case,  the  competition  which  they  recognized 
as  legitimate  was  that  limited  in  its  operation  by  cost 
of  service. 

The  ever-perplexing  problem  of  the  differential 
rates  between   the  North  Atlantic   ports   came  up 
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once  more  in  the  year  1904,  when  the  Commission, 
at  the  request  of  the  comjnercial  organizations  of 
Boston,  New  York,  Philadelphia,  and  Baltimore, 
instituted  an  inquiry  ^  into  the  reasonableness  of  the 
railway  rates  to  and  from  these  cities  with  the  purpose 
of  determining  whether  the  existing  differentials 
should  be  abolished,  or,  if  retained,  be  modified. 
The  Commission  admitted  that  it  had  no  authority 
to  compel  the  carriers  to  accept  its  conclusions,  but 
for  our  purpose  this  fact  is  of  no  importance,  since 
we  are  interested  only  in  the  Conmoissioners'  views 
as  to  the  principles  involved. 

On  the  whole,  the  conclusions  reached  did  not 
differ  materially  from  those  arrived  at  in  the  earlier 
investigations.  The  Commission  seems  to  have  felt 
that  the  earlier  decisions  were  not  based  on  any  fun- 
damental principle  of  rate  making  and  in  the  present 
instance  they  declared:  ''We  have  endeavored  to 
find  some  fundamental  principle  by  the  application 
of  which  this  dispute  might  be  laid  to  rest,  but  entirely 
without  success."  The  evidence  showed  that  since 
the  last  hearing  on  the  subject  the  differentials  which 
had  formerly  existed  in  favor  of  Baltimore  and  Philar 
delphia  had  been  greatly  reduced,  especially  on  grain 
and  on  iron  and  steel,  where  they  amounted  to  only 
one-half  the  old  differentials.  The  reason  for  the 
change  was  that  there  was  no  longer  any  considerable 
difference  in  the  ocean  rates  from  the  various  ports. 
Baltimore  claimed  indeed  that  ''  on  the  basis  of  dis- 
tance the  present  rates  did  not  give  that  locality 
anything  like  the  advantage  to  which  it  was  entitled." 
To  this  argument  the  Commission  pertinently 
replied :  — 

>  In  the  matter  of  Differential  Freight  Rates  to  and  from  North  AtlanUo  Porta. 
11 1.  C.  C.  lUp.  18. 
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It  must  be  evident  that  distance  is  properly  regarded  as  a  factor 
in  rate  making  mainly  because  it  is  supposed  to  express  differences 
in  the  cost  of  service.  .  .  .  The  grades  by  the  New  York  Central 
lines  between  Chicago  and  New  York  are  easier  than  those  by  the 
Pennsylvania  and  it  is  quite  conceivable  that  the  actual  coqt  of 
transportation  over  the  longer  haul  might  be  less  than  over  the 
shorter,  and  in  that  event  New  York,  while  more  distant  in  geo- 
graphical miles,  might  be  nearer  in  traniq>ortation  facilities. 

The  Commissioners  did  not  concede,  however, 
that  cost  of  service  could  be  made  use  of  as  a  principle 
for  finding  a  solution  to  the  problem.    They  said :  — 

Nothing  of  all  that  need  be  considered  by  us.  There  is  no  testi- 
mony in  this  record  which  attempts  to  show  the  relative  cost  of 
handling  this  traffic  from  Chicago  to  the  different  ports,  and  indeed, 
as  was  said  by  the  Advisory  Commission  in  1882,  the  elements 
which  enter  into  the  determination  of  that  question  are  so  complex 
and  so  various  as  to  render  it  impossible  of  satisfactory  solution. 

Having  declared  that  in  this  case  "  there  is  no 
fundamental  principle  which  can  be  applied/'  the 
Commission  nevertheless  insisted  that  ''  there  are 
certain  fimdamental  considerations  which  should  be 
kept  in  mind."  In  the  opinion  of  the  Commission, 
these  fundamental  considerations  were:  (1)  the  main- 
tenance of  competition  between  the  ports;  (2)  the 
maintenance  of  competition  between  the  cani^:s. 

(1)  If  it  can  be  properly  done,  these  ports  should  all  be  kept 
open  for  the  transaction  of  this  export  business  upon  such  tenns 
that  each  one  may  fairly  compete  for  it.  No  marked  advantage 
should  be  given,  certainly  not  by  the  creation  of  artificial  condi- 
tions, to  any  one  port  over  the  other.  The  ideal  condxHone  vxnM 
he  the  establiehmerU  of  euch  rates  thai  enterpriee  at  either  port  in  the 
way  of  improvement  in  service  or  facUities  might  be  rewarded  by  iin- 
creased  business  and  that  there  might  exist  that  healthy  struggie  of 
localiJty  against  locality  which  is  the  best  security  for  proper  com- 
mercial devdopment. 

(2)  If  again  it  can  properly  be  done,  then  rates  should  be  so 
adjusted  that  this  competitive  traffic  will  be  fairly  distributed 
between  the  different  lines  of  railway  which  serve  these  ports. 
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Each  one  of  these  four  cities  is  reached  by  two  or  more  great  rail- 
way systems.  The  prosperity  of  these  cities  and  systems  cannot 
be  separated.  The  ability  of  a  raiboad  to  adequately  discharge 
its  duty  for  a  reasonable  charge  depends  upon  the  business  which 
it  can  obtain,  and  no  one  of  these  systems  should  be  deprived  of 
its  fair  portion  of  this  enormous  export  traffic.  The  purpose  of 
these  differentials  from  the  first  has  been  to  distribute  this  business 
between  the  different  carriers  and  we  said  in  our  former  report 
that  this  was  not  improper  unless  the  means  used  were  improper. 

This  double  competition  between  cities  and  between 
railroads  was  the  fundamental  consideration  which 
in  former  times  had  led  to  the  granting  of  a  differen- 
tial rate  of  three  cents  in  favor  of  Baltimore  and  of 
two  cents  in  favor  of  Philadelphia.  Under  changed 
conditions  this  same  competition  had  in  1899  caused 
a  reduction  of  these  differentials  by  one  half.  For 
the  same  reasons  which  had  led  it  to  uphold  the  former 
differentials  the  Commission  in  the  present  case 
declared:  '^  We  are  satisfied  that  the  differentials  of 
one  cent  and  one  and  one-half  cents,  which  were  then 
[1899]  established  and  which  are  still  in  effect,  are 
sufficiently  large.''  Some  slight  modifications  were 
recommended  in  the  existing  differentials  on  flour 
and  on  grain  coming  by  way  of  the  Great  Lakes. 

It  would  appear  from  this  long  discussion  of  the 
export  rate  cases  that  while  competition  was  selected 
by  the  Commission  as  the  ruling  factor  in  the  deter- 
mination of  rates,  its  selection  was  a  matter  of  ex- 
pediency rather  than  of  principle.  The  Commis- 
sioners seem  to  have  felt  that  this  competition  did 
not  itself  represent  any  ''fundamental  principle." 
Much  in  their  reasoning  indicates  that  they  would 
gladly  have  reached  a  decision  on  the  basis  of  cost 
of  service  if  the  facts  showing  such  cost  had  been 
at  hand.    Yet  it  is  by  no  means  certain  that  they 
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would  have  preferred  to  rest  their  decision  on  cost  of 
service.  The  idea  that  competition  creates  "  the 
ideal  condition ''  for  the  distribution  of  traffic  among 
the  ports  is  carried  so  far  in  the  last  case  considered 
that  the  majority  of  the  Commissioners  said :  ''  It  is 
possible  that  in  the  future  it  may  become  evident 
that  Boston  cannot  fairly  compete  for  this  traffic 
upon  the  present  basis/'  and  hint  that  should  this 
prove  to  be  the  case  it  might  become  necessary  to  give 
Boston  a  lower  rate  than  that  given  to  New  York; 
this  too  in  spite  of  the  fact  that  the  cost  of  moving 
traffic  to  Boston  is  admitted  to  be  greater  than  to 
New  York. 

The  same  emphasis  on  competition  is  shown  in 
answer  to  New  York's  claim  that  the  maintenance 
of  any  differential  forces  traffic  out  of  its  natural 
channels  and  imposes  a  burden  on  the  public.  The 
Commission  replied:  "To  decree  that  traffic  should 
always  move  by  the  cheapest  route  would  be  to  en- 
tirely eliminate  competition,  which  within  reasonable 
bounds  is  for  the  interest  of  the  general  public." 

It  would  be  hard  to  say  how  far  this  un-economic 
sentiment,  which  makes  of  competition  an  end  instead 
of  a  means  to  an  end,  expresses  the  real  judgment  of 
the  Commission;  how  far  it  is  merely  a  reflection  of 
the  spirit  of  the  act  to  regulate  commerce  and  of  the 
decisions  of  the  courts. 


5.   Competition  between  producers 

Besides  seeking  to  maintain  competition  between 
the  carriers  themselves  and  between  places,  the  Com- 
mission has  shown  no  little  concern  over  the  main- 
tenance of  competition  between  producers.  (Generally 
speaking,  its  efforts  in  this  direction  have  been  made 
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in  behalf  of  the  small  producer  or  dealer  who  was  in 
danger  of  being  driven  out  of  business  by  a  more 
powerful  competitor.  The  Commission  has  appar- 
ently felt  that  it  was  charged  with  the  duty  of  checking 
the  growth  of  monopoly  in  the  field  of  production  as 
well  as  in  that  of  transportation. 

In  the  case  of  The  F.  Schumacher  MiUing  Company 
et  al.  V.  The  Chicago,  Rock  Island,  and  Pacific  Railway 
Company  et  al.,^  the  complainant  asked  that  the  car- 
riers be  required  to  give  the  same  rates  on  a  mixed 
car  load  of  cereal  products  as  they  gave  to  a  car  load 
of  only  one  of  these  products.  The  defendants  had 
been  in  the  habit  of  charging  the  ordinary  less  than 
car  load  rates  on  such  shipments.  Generally  speaking, 
the  Commission  has  been  inclined  to  favor  the  granting 
of  car  load  rates  on  mixed  car  loads  of  similar  prod- 
ucts.^ In  the  present  instance  it  declined  to  order 
a  car  load  rate  on  the  mixed  car  load  shipments. 
The  advantage  of  such  a  rate  would  fall  to  a  single 
producer,  the  complainant,  since  no  other  producers 
of  these  commodities  could  ship  in  car  load  quantities. 

To  grant  a  mixed  ear  load  rate  would  enable  the  complainant  to 
crush  out  all  competition  on  the  part  of  those  who  make  only  one 
or  two  of  the  products  in  controversy.  It  is  undoubtedly  true 
that  neither  the  Commission  nor  carriers  are  charged  with  any 
particular  oversight  over  localities  or  authorized  to  stimulate 
them  with  artificial  helps  to  prosperity.  But  when  a  method  of 
regulation  would  have  the  effect  of  throwing  many  competitors 
out  of  the  trade,  and  centralizing  it  in  the  hands  of  one  or  more 
dealers,  it  would  not  be  permissible  if  another  method,  without 
doing  wrong  to  any  one,  would  have  the  effect  of  leaving  the  mar- 
ket open  to  aU  competitors.  The  rule  is  simply  a  limitation  put 
upon  the  extension  of  the  car  load  rate,  and  should  be  proven  by 
the  complainant  to  be  unfair,  unjust  and  discriminative,  if  its 
abrogation  is  sought. 

1  6  I.  C.  C.  Rep.  61;  4  1.  C.  R.  373. 

s  See  for  example  5 1.  C.  C.  Rep.  633  and  0 1.  C.  C.  Rep.  602. 
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For  the  same  reasons  the  Commissioners  ordered  ^ 
a  reduction  in  the  rates  on  soap  shipped  in  car  load 
lots.  The  carriers  had  recently  changed  the  classi- 
fication so  that  soap,  having  been  placed  in  fourth 
class  when  shipped  in  car  load  lots,  was  thereafter 
to  pay  '^  20  per  cent  less  than  third-class  rates."  At 
the  same  time  shippers  who  shipped  soap  as  part  of 
a  mixed  car  load  from  one  consignor  to  one  consignee 
were  to  be  charged  only  the  '^  highest  minimum  car 
load  rate  provided  for  any  of  the  articles  "  so  shipped. 
It  was  shown  that  the  only  soap  manufacturers  who 
could  avail  themselves  of  this  privilege  were  the  big 
meat  packers  who  by  making  up  a  mixed  car  load  of 
provisions  and  soap  could  receive  fifth-class  rates  on 
the  entire  car  load,  while  their  competitors  who  manu- 
factured only  soap  would  be  obliged  to  pay  the  20  per 
cent  less  than  third-class  rates.  The  Commissions^ 
held  that  such  discrimination  was  opposed  to  the 
principles  of  competition  between  producers  and 
assisted  materially  in  the  fostering  of  monopoly. 

Still  another  illustration  of  the  same  principle  is 
found  in  the  case  of  BrovmeU  et  al.  v.  Columbus  and 
Cincinnati  Midland  Railroad  Company  et  al.^  The 
complainant  demanded  that  the  rates  on  a  car  load 
of  eggs  be  made  less  than  the  rates  given  on  less  than 
car  load  lots.  This  demand  the  railroad  had  refused. 
The  complainants  claimed  that  the  cost  of  gathering 
eggs  by  the  carrier  was  much  less  when  they  were 
shipped  by  the  large  dealer  than  when  shipped  by 
the  small  dealer  and  that  if  the  carrier  made  no  dif- 
ference in  the  rates  it  was  guilty  of  a  discrimination 
against   the   large   dealer.    The  defendants,  on  the 

>  The  Proetor  and  Gamble  Compuiy  ▼.  C.  H.  ft  D.  R'y  Co.  et  al.   9 1.  C.  C.  Rep. 
440. 

«  6  I.  G.  C.  Rep.  688;  4  I.  C.  R.  885. 
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other  hand,  claimed  that  they  had  for  years  been 
developing  a  system  of  reaching  the  small  dealer 
in  eggs  and  that  this  was  to  the  interest  of  the  public 
at  large  as  well  as  to  the  interest  of  the  carriers,  since 
the  effect  of  granting  lower  rates  on  car  load  lots 
would  be  to  concentrate  the  egg  business  into  the 
hands  of  the  large  dealers  who  could  then,  by  threaten- 
ing to  throw  all  their  business  to  one  road,  compel 
unfair  concessions  from  the  carriers. 

It  was  this  argument  of  the  defendants  which 
prevailed  in  the  minds  of  the  majority  of  the  Com- 
missioners and  led  them  to  refuse  the  request  for  a 
car  load  rate.  They  gave  some  consideration  to 
the  cost  of  service  arguments  of  the  complainants 
but  declared  that  only  a  few  points  of  difference  in 
the  cost  of  car  load  and  less  than  car  load  shipments 
had  been  shown  to  exist.  On  the  other  hand,  they 
said:  — 

The  evidence  shows  that  at  the  present  time  83  per  cent  of  the 
business  is  controlled  by  these  large  shippers,  and  it  would  seem 
that  an  order  granted  as  prayed  for  by  complainant  would  go  far 
towards  concentrating  the  whole  business  in  their  hands.  The 
tendency  of  the  times,  deplored  by  all,  is  the  concentration  of  the 
transportation  business  of  the  country  in  the  hands  of  a  few  in- 
dividuals who  control  large  amounts  of  business.  This  interferes 
with  competition,  and  works  an  injury  to  many  who  are  almost 
as  well  equipped  for  the  business  as  those  who  in  the  end  succeed 
by  a  concentration  of  power  in  the  hands  of  a  few  to  rule  out  all 
below  them. 

Commissioner  Knapp,  who  united  with  the  majority 
of  the  Commission  in  the  final  decision,  declared  that 
carriers  were  not  bound  as  a  matter  of  right  to  offer 
special  car  load  rates.  ''  It  is  one  thing  to  concede 
the  right  to  make  a  car  load  rate,  it  is  quite  another 
to  require  it."  Commissioner  Morrison,  on  the  other 
hand,  dissented  from  the  conclusions  of  his  fellow 
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commissioners  and  held  that  when,  as  in  the  present 
instance,  a  lower  cost  of  service  for  car  load  shipments 
could  be  shown  to  exist,  car  load  rates  were  required 
as  a  matter  of  principle. 

In  another  instance^  where  the  right  of  a  carrier 
to  give  a  lower  rate  on  a  cargo  or  train  load  of  wheat 
than  on  single  car  load  shipments  was  brought  in 
question,  the  defendants  were  able  to  show  that  the 
costs  of  handling  and  shipping  the  wheat  in  train 
loads  was  less  and  the  time  saved  was  greater  than 
i  n  the  case  of  single  car  load  shipments.  The  Com- 
mission held  that  such  a  practice  ''  must  tend  very 
strongly  to  throw  business  into  the  hands  of  the  larger 
dealer  exclusively,''  and  was  therefore  not  permissible. 

In  the  case  of  Glade  Coal  Company  v.  BaUimore  & 
Ohio  Railroad  Company y^  it  was  shown  that  the  de- 
fendant carrier  was  charging  50  cents  per  ton  more 
on  coal  loaded  from  wagons  or  sleds  than  when  it  was 
loaded  from  a  tipple.  The  reason  given  for  the  dis- 
crimination was  that  loading  from  tipple  could  be 
done  at  less  expense  to  the  carrier  and  usually  in  less 
time  than  when  the  cars  were  loaded  from  a  wagon. 

The  Commission  acknowledged  that  the  costs  of 
loading  cars  were  less  when  the  loading  was  from  a 
tipple  than  when  it  was  from  wagons,  but  it  did  not 
consider  the  difference  in  costs  sufficient  to  warrant 
the  discrimination  in  rates.  Such  discrimination  was 
found  to  result  in  a  reduction  in  the  number  of  shippers 
and  the  Commission  said :  — 

We  do  not  consider  it  at  all  clear  that  the  interests  of  the  public, 
in  the  true  sense  of  the  term,  would  be  subserved  by  a  reduction 
in  the  number  of  shippers  and  shipping  points.  On  the  contrary 
we  think  such  interests  demand  that  all  persons  wishing  to  ship 

>  Paine  Bros.  4c  Co.  v.  L.  V.  R.  R.  Ck>.  et «!.,  7 1.  C.  C.  Rep.  218. 
*  10  I.  C.  C.  Rep.  226. 
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goods  to  market  shall  be  given  a  reasonable  opportunity  to  do  so. 
Competition  is  considered  a  public  benefit  and  the  greater  the 
number  of  shippers  the  greater  the  competition  among  them  will 
be.  .  .  .  If  carriers  are  allowed  to  make  dijfferences  in  the  cost 
of  transportation,  and  see  fit  to  do  so  regardless  of  the  effect  upon 
shippers  and  localities,  the  ultimate  result  must  be  that  the  bulk 
of  the  traffic  will  be  handled  by  comparatively  few  shippers  and 
from  and  to  large  centers.  We  cannot  believe  such  a  result  was 
either  intended  or  desired  by  the  framers  of  the  regulating  statute. 

In  all  the  cases  in  this  group  it  will  be  observed 
that  the  Commission  has  given  competition  a  distinct 
preference  over  costs  of  service  as  a  means  of  deter- 
mining the  reasonableness  of  the  rates  in  question. 

6.   Competition  to  prevent  a  transportation  monopoly 

We  have  already  observed  that  in  numerous  in- 
stances the  Commission  has  considered  that  competi- 
tion between  carriers  was  a  sufficient  excuse  for  certain 
discriminations  in  rates.  It  has  also  appeared  that 
the  decisions  of  the  courts  have  compelled  the  Com- 
mission to  enlarge  the  niunber  of  these  cases.  In 
view  of  the  importance  thus  given  to  competition 
as  a  regulator  of  rates,  it  goes  without  saying  that 
the  Commission  would  view  with  displeasure  all 
efforts  on  the  part  of  the  carriers  to  take  advantage 
of  the  disappearance  of  rivalry  to  raise  their  rates 
above  the  point  at  which  a  normal  competition  would 
have  tended  to  fix  them.  The  progress  of  railway 
consolidation  within  the  last  fifteen  years  has  brought 
about  numerous  instances  of  such  rate  increases. 
Some  of  these  increases  have  been  brought  to  the 
attention  of  the  Commission  by  shippers  seeking 
relief. 

In  the  case  of  the  Central  Yellow  Pine  Association 
V.  The  Illinois  Central  Railroad  Company  et  al.,^  an 

«  10 1.  C.  C.  Rap.  606. 
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association  of  persons  engaged  in  the  manufacture  of 
lumber  in  the  southern  states  east  of  the  Mississippi 
river  complained  of  a  steady  advance,  covering  a 
period  of  several  years,  in  the  rates  on  lumber  to 
points  on  the  Ohio  river  and  beyond.  The  carriers 
gave  two  reasons  for  the  advance:  (1)  The  increasing 
value  of  the  service;  the  business  of  manufacturing 
lumber  was  yielding  increasing  profits  and  the  carriers 
by  their  rate  advances  were  seeking  to  share  in  the 
general  prosperity.  (2)  Cost  of  service;  higher  wages 
and  increased  cost  of  materials  made  it  necessary  to 
increase  the  rates  on  lumber,  which  had  not  been 
yielding  it's  fair  proportion  of  the  revenueb  needed. 

Postponing  for  the  present  the  Commissioners^ 
discussion  of  the  carrier's  claim  to  share  in  the  increased 
prosperity  of  the  shippers,  we  may  say  that  they  did 
not  find  that  either  cost  of  service  or  value  of  service 
warranted  the  increase  in  rates.  These  advances 
in  rates,  it  was  shown,  had  been  brought  about  as  a 
result  of  an  agreement  reached  between  the  roads 
east  of  the  Mississippi  river  and  the  roads  west  of  that 
river  engaged  in  the  lumber  traffic.  The  majority 
of  the  Commission  decided  (Messrs.  Enapp  and 
Fif er  dissenting)  that  this  agreement,  whether  unlawful 
or  not,  had  resulted  in  the  elimination  of  competition 
and  '*  competition  is  favored  by  the  laws." 

The  ground  upon  which  competition  is  favored  is  that  it  conduces 
to  the  reasonableness  of  rates  or  to  the  protection  of  the  public 
from  unreasonably  high  or  excessive  rates.  In  United  SkUes  v. 
Freight  Aseociatian  (168  U.  S.  339)  the  Supreme  Court  says  "  com- 
petition will  itself  bring  charges  down  to  what  may  be  reasonable." 
The  act  to  regulate  commerce  (section  1),  in  prohibiting  unrea- 
sonableness of  rates,  in  effect  forbids  whatever  conduces  to  such 
unreasonableness.  In  any  event  it  is  incumbent  upon  this  Com- 
mission, when  the  reasonableness  of  rates  is  in  issue  before  it,  to 
consider  how  those  rates  were  brought  about  —  whether  they 
are  the  product  of  untrammeled  competition  or  the  result  of  a 
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concert  of  action  or  combination  between  the  carriers  eetablishing 
and  maintaining  them.  The  advanced  rates  complained  of  cannot 
be  claimed  to  be  the  outcome  of  competition,  because  "  the  na- 
tural, direct  and  immediate  effect  of  competition  is  to  lower" 
(177  U.  S.  577)  rather  than  to  advance  rates. 

The  case  of  H.  H.  Tift  et  ah  v.  Sovihem  Railway 
Company  et  al.^  presented  much  the  same  situation 
as  the  above  case  and  the  Commissioners  reached  the 
same  conclusion  as  to  the  necessity  of  maintaining 
competition. 

In  another  case, '  altho  the  Commission  did  not 
claim  any  jurisdiction,  it  expressed  the  opinion  that 
railroads  subject  to  the  act  to  regulate  commerce 
had  no  right  to  refuse  to  enter  into  an  agreement 
with  a  boat  line  engaged  in  the  coasting  trade  when 
at  the  same  time  it  had  made  such  an  agreement 
with  another  line  engaged  in  this  business.  The 
Enterprise  Transportation  Company  was  a  steamship 
company  which  in  June,  1905,  began  to  engage  in 
traffic  by  boat  between  Fall  River,  Massachusetts, 
and  New  York  City.  Prior  to  its  establishment 
the  various  boat  lines  operating  on  Long  Island  Sound 
were  consolidated  under  the  name  of  the  New  England 
Navigation  Company,  which  was  controlled  by  the 
New  York,  New  Haven,  and  Hartford  Railroad  Com- 
pany. In  this  way  the  New  Haven  road  had  secured 
a  virtual  monopoly  on  transportation  between  south- 
em  New  England  and  New  York.  The  establishment 
of  the  Enterprise  Company  had  resulted  in  lower- 
ing considerably  the  rates  of  transportation  between 
Fall  River  and  New  York;  but  the  railroads  running 
west  from  New  York  had  refused  to  enter  into  any 

>  10  I.  C.  C.  Rep.  548. 

s  la  tlie  matter  of  elleted  unlawful  dleoriinlnatlons  againet  the  EnteipflM  Tran*- 
portathm  Company  by  raUroad  Unee  leading  from  New  York  City.  11  I.  0.  C. 
Rep*  687, 
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joint  rates  with  this  company,  altho  they  had  such 
arrangements  with  the  New  England  Navigation 
Company.  This  compelled  the  Enterprise  Company 
to  depend  entirely  on  local  traffic,  as  the  low  through 
rates  furnished  by  the  joint-rate  agreement  between 
the  New  England  Navigation  Company  and  the 
railroads  made  it  impossible  for  others  lacking  such 
arrangements  to  compete  with  them. 

The  railroads  upheld  their  refusal  to  enter  into 
joint-rate  agreements  with  the  Enterprise  Company 
on  what  they  called  "  business  principles."  Such  a 
joint  rate  they  held  would  not  increase  the  amount 
of  traffic  from  Fall  River  but  would  merely  put  them 
to  the  trouble  of  receiving  goods  from  two  lines  instead 
of  one.  The  Commissioners  admitted  that  there 
was  force  in  the  arguments  of  the  carriers,  but  main- 
tained nevertheless  that  this  throttling  of  competition 
was  detrimental  to  the  public  interests.    They  said :  — 

It  is  undoubtedly  true  that  better  and  more  efficient  service  is 
obtained  when  competition  exists  than  when  the  business  is  entirely 
transacted  by  one  concern.  .  .  .  When  the  competition  of  the 
Enterprise  Company  had  disappeared,  rates  would  be  restored  to 
what  they  formerly  were,  which,  it  fairly  appears,  were  higher  than 
reasonable  competition  would  produce.  The  existence  of  the 
Enterprise  Company  as  a  competitive  factor  is  of  distinct  value 
to  the  public,  and  that  existence  may  depend  upon  its  right  to 
engage  in  through  business. 

It  would  be  useless,  after  this  long  review  of  the 
cases  in  which  the  Interstate  Commerce  Conmiission 
has  seized  on  competition  as  the  determining  factor, 
to  attempt  to  show  that  the  Commission  has  been 
always  consistent  in  its  argument  as  to  the  part  which 
competition  should  play  in  matters  of  rate  making. 
At  times  it  has  seemed  to  argue  that  competition 
itself  represents  ''  no  fundamental  principle  "  but  is 
only  a  ''  consideration  which  should  be  kept  in  mind  "; 
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at  other  times  it  has  given  a  distinct  preference  to 
competition  over  cost  of  service  as  a  principle.  At 
times  the  Commission  has  believed  that  competition 
has  made  rates  too  low;  at  other  times  too  high. 
Some  of  the  apparent  inconsistencies  can  doubtless 
be  attributed  to  the  changes  in  membership  of  the 
Commission.  Other  and  more  serious  inconsistencies 
are  due  to  a  desire  to  preserve  the  spirit  of  the  act  and 
to  respect  the  decisions  of  the  courts,  even  when  the 
Conmiissioners  themselves  have  personally  had  dif- 
ferent views  concerning  competition.  In  spite  of 
these  inconsistencies,  apparent  and  real,  a  careful 
consideration  of  the  cases  which  we  have  reviewed 
and  of  others  not  covered  will  show  that  it  is  not 
merely  competition  itself  which  the  Conmiission  has 
sought  to  preserve  and  upon  which  it  has  at  times 
relied  as  a  guide  to  the  solution  of  the  problems  pre- 
sented; it  is  rather  that  type  of  competition  which 
represents  the  normal  state  of  business  affairs,  the 
competition  which  leaves  to  railway  owners  a  reason- 
able return  for  the  services  rendered  and  which  in 
turn  requires  them  to  render  these  services  at  what 
the  economist  means  when  he  speaks  of  cost  prices. 

VII.  Class  and  Sectional  Interests 

In  the  discussion  of  railway  rate  theories  to  be 
found  in  the  First  Annual  Report  of  the  Interstate 
Commerce  Conmiission,*  to  which  reference  has  sev- 
eral times  been  made  in  this  series  of  papers,  we  find 
mentioned  among  the  ''  considerations  which  may 
justly  affect  rates  "  the  following:  — 

Every  section  of  the  country  has  its  peculiar  products  which  it  de- 
sires to  market  as  widely  as  possible,  and  is  not  unwilling  that 

1  p.  81. 
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claBBificatioii  should  be  made  uae  of  by  the  nihroads  idiich  serve  it 
as  a  means  of  favoring  and  thus  extending  the  traffic  in  local  pro- 
ductions; favoring  them  by  giving  them  low  classification,  and 
thus  bw  rates,  and  discriminating  against  those  of  other  sections 
through  a  classification  which  rated  them  more  highly. 

The  principle  that  common  carriers  engaged  in 
interstate  commerce  and  subject  to  the  regulation 
of  a  federal  statute  may  legitimately  make  rates  which 
openly  favor  one  section  of  the  country  and  discriminate 
against  other  sections  is  a  notion  so  contrary  to  the 
spirit  of  the  act  to  regulate  commerce  as  well  as  to 
the  Constitution,  that  we  might  well  hesitate  to 
believe  that  the  Interstate  Commerce  Commission 
had  intended  to  give  its  approval  to  the  above  state- 
ment were  it  not  for  the  fact  that  in  its  Second  Annual 
Report,  as  well  as  in  certain  decisions,  it  restates 
this  doctrine  in  such  a  fashion  as  to  leave  us  no  long^ 
in  doubt  as  to  its  approval  of  this  form  of  discrimina- 
tion under  certain  circimostances.  The  statement 
in  the  Second  Annual  Report  ^  reads  as  follows :  — 

Every  railroad  serves  a  certain  territory  and  every  part  of  the 
country  has  to  some  extent  interests  to  be  served  which  are  special 
and  peculiar  to  it,  and  these  it  wiU  naturally  desire  to  have  speicially 
considered  by  local,  official  and  corporate  authorities,  whether 
the  business  in  hand  be  the  imposition  of  taxes  or  the  adjustment 
of  rates  for  transportation;  and  as  many  other  circumstances 
besides  cost  of  transportation  and  value  of  service  must  always 
be  taken  into  account,  such  as  bulk  or  weight  of  articles,  conven- 
ience of  handling,  special  liability  to  injury  and  necessity  for  speedy 
delivery,  and  the  field  of  production  or  of  consumption,  so  that 
there  can  never  be  any  fixed  or  definite  rule  for  the  measurement 
of  the  chaige  to  be  made  upon  any  particular  traffic,  it  is  always 
possible  for  the  railroad  manager  in  making  rates  to  3rield  some- 
thing to  the  special  interests  of  his  section,  and  still  keep  in  view 
the  general  principles  upon  which  he  will  professedly  act. 

It  is  not  our  purpose  in  these  articles  to  criticise 
the  work  of  the  Interstate  Commerce  Commission 

»P.S6. 
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or,  except  incidentally,  the  theories  which  it  has 
promulgated.  It  wiU  be  sufficient,  therefore,  to  say 
that  it  is  fortunate  that  there  are  not  many  cases 
heard  by  the  Commission  which  have  been  decided 
strictly  on  the  basis  of  sectional  or  class  interests, 
altho  there  are  several  cases  in  which  the  strong  claims 
put  forth  in  behalf  of  certain  communities  or  certain 
classes  of  persons  have  received  a  degree  of  recognition. 

1.   Domestic  Versus  Foreign  Producers 

Perhaps  the  best  example  of  this  form  of  discrimina- 
tion, at  least  the  one  which  will  excite  the  least  criti- 
cism, is  where  the  Commission  has  undertaken  to  assist 
the  domestic  producer  at  the  expense  of  the  foreigner. 
A  good  iUustration  is  afforded  by  the  case  of  The 
National  Hay  Association  v.  The  Lake  Shore  and 
Michigan  Southern  Railway  Company  et  al.^  Prior 
to  the  passage  of  the  Dingley  Tariff  Act  in  1897  hay 
from  Canada  had  competed  actively  with  hay  from 
the  Middle  West  in  the  eastern  markets  of  the  United 
States.  At  this  time  the  rates  on  Canadian  hay 
under  the  Official  Classification  adopted  by  the  eastern 
trunk  lines  were  commodity  rates  lower  than  fifth- 
class  rates  while  hay  from  the  Middle  West  paid 
sixth-class  rates.  In  order  to  protect  the  domestic 
producer  of  hay  the  Dingley  Tariff  Act  increased 
the  tariff  on  hay  coming  from  foreign  countries  from 
two  dollars  to  four  dollars  a  ton.  This  increase  in 
the  tariff  rate  checked  the  importation  of  hay  from 
Canada,  tho  it  did  not  actually  prevent  it. 

On  January  1,  1900,  the  roads  operating  under  the 
Official  Classification  changed  the  clascdfication  of 
American  hay  from  sixth  class  to  fifth  class  with  a 

»  9  I.  a  C.  lUp.  964. 
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corresponding  increase  of  rates,  but  left  the  commodity 
rates  on  Canadian  hay  as  they  had  been.  Under 
this  readjustment  of  rates  the  importation  of  Canad- 
ian hay  rapidly  increased  and  the  competition  was 
proving  a  hindrance  to  the  American  producer.  The 
roads  gave  as  reasons  for  the  change  in  rates  cost 
of  service  and  need  of  more  revenue,  neither  of  which 
arguments  the  Commission  was  inclined  to  recognize. 
On  the  other  hand,  the  Commissioners  called  attention 
to  the  fact  that  the  advance  in  rates  had  in  reality 
thwarted  the  purpose  of  Congress  in  increasing  the 
tariff  on  Canadian  hay.    They  said :  — 

That  advance  interfered  with  a  long  standing  rehition  of  charges 
from  the  two  producing  sections  which  operated  to  give  an  advan- 
tage to  Canadian  hay  compared  with  the  pre-existing  situation,  and 
such  change  in  a  long  existing  rate  adjustment  was  in  favor  of  a 
producing  section  in  an  adjacent  foreign  country  from  which  hay 
shipments  into  the  United  States  are  required  by  law  to  pay  a 
duty  as  great  as  14  per  ton. 

The  effect  of  the  Commission's  decision  was,  of 
course,  to  favor  the  producer  of  hay  in  the  Middle 
West  against  not  only  the  Canadian  producer  but 
also  the  eastern  consumer.  Whatever  our  ideas 
may  be  as  to  the  necessity  or  desirability  of  a  tariff 
on  hay,  we  shall  all  probably  agree  that  the  Commission 
was  bound  to  reach  a  decision  which  did  not  interfere 
with  the  interests  of  the  nation  at  large  as  those  in- 
terests had  been  interpreted  by  the  Dingley  Tariff 
Act. 

2.    Vested  Interesta 

Less  justifiable  to  the  present  writer  appear  to  be 
those  cases  in  which  the  Commission  has  by  its  decisions 
upheld  existing  methods  of  production  or  distribution 
in  which  certain  sections  or  certain  classes  of  pro- 
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ducers  have  appeared  to  have  a  particular  mterest 
at  the  expense  of  new  and  cheaper  methods  which 
were  coming  into  use.  Probably  the  best  illustra- 
tion of  this  class  of  cases  comes  from  the  cotton 
traffic.^ 

By  the  method  commonly  employed  throughout 
the  South,  cotton  after  being  ginned  at  the  plantation 
gin  is  made  into  a  square  bale  having  a  density  of 
about  12^  pounds  to  the  cubic  foot.  The  rates  are 
the  same  per  100  pounds  for  this  uncompressed  cotton 
as  they  are  for  cotton  which  has  been  further  com- 
pressed. But  before  cotton  is  carried  long  distances 
it  is  usually  taken  by  the  carrier  to  a  compress  situated 
on  the  route,  and  frequently  owned  by  the  railroad, 
and  the  plantation  bales  are  further  compressed 
until  the  average  bale  has  a  density  of  about  23  pounds 
per  cubic  foot.  When  compressed  in  this  way  about 
25,000  pounds  of  cotton  can  be  conveniently  carried 
in  a  single  car. 

For  some  years  prior  to  the  bringing  of  the  com- 
plaint there  had  been  coming  into  use  a  new  method 
of  compressing  cotton  into  round  bales  by  means  of 
a  patent  device  belonging  to  the  complainant.  The 
device  was  relatively  inexpensive,  costing  from  $3500 
to  $4000  each,  and  could  be  used  in  connection  with 
the  plantation  or  neighborhood  gin.  Cotton  when 
compressed  by  this  method  has  a  density  of  about 
45  to  47  pounds  per  cubic  foot  and  about  45,000 
pounds  can  be  shipped  in  a  single  car  load.  When 
compressed  by  this  method  inmiediately  after  ginning 
it  is  in  condition  to  be  shipped  to  its  final  destination. 
It  has  been  shown  that  cotton  compressed  by  this 
method  is  in  better  condition  when  it  reaches  the 


>  Flanten'  CompreM  Company  t.  C.  C.  C.  ft  St.  L.  R'y.  Co.  et  al..  11  I.  C.  C. 
Rep.  882. 
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manufacturer  and  is  more  in  demand  than  when  baled 
by  the  usual  methods.^ 

Owing  to  the  fact  that  a  much  larger  quantity  of 
cotton  in  round  bales  could  be  shipped  in  a  single 
car  load  than  when  it  was  sent  in  the  old-fashioned 
square  bales,  the  carriers  made  defendants  in  the 
case  had  for  two  years  prior  to  1900  given  a  net  rate 
of  20  cents  per  100  pounds  to  the  cotton  compressed 
by  the  complainant's  process,  while  at  the  same  time 
cotton  in  square  bales  had  been  charged  a  rate  of 
30  cents  per  100  pounds.  The  complainant  asked 
that  this  adjustment  of  rates  be  continued.  It  was 
shown  that  steamship  companies  exporting  cotton 
granted  lower  rates  on  round-bale  cotton  than  on 
cotton  baled  in  the  ordinary  way.  "  This,"  acknowl- 
edged the  Commission,  "  is  because  its  greater  density 
permits  a  greater  weight  to  be  loaded  in  the  same 
space,  and  perhaps  to  some  extent  because  it  is  easier 
to  handle." 

In  spite  of  the  obvious  advantages  of  transporting 
cotton  in  the  more  compact  bales,  the  majority  of  the 
Commission  were  opposed  to  granting  lower  rates 
to  car  load  shipments  of  45,000  pounds  or  more  than 
were  granted  to  car  load  shipments  with  25,000  pounds 
as  the  average  car  load.  The  reasons  for  the  decision 
were  long-standing  custom  and  the  fear  of  monopoly. 
It  was  said  that  to  adjust  rates  in  the  way  asked  for 
by  the  complainant  would  encourage  the  use  of  com- 
plainant's device  throughout  the  South  in  order  to 
get  the  benefits  of  the  lower  rates.  This  in  turn  would 
result  in  having  cotton  compressed  at  the  gin  houses 

1  Bee  for  a  dleousalon  of  the  rdatlTe  merlto  of  the  aqa*re  and  the  rouiid  bale,  H. 
Hammond,  The  Handllnc  and  Uses  of  Cotton,  In  Bulletin  No.  S3,  OfBoe  of  Experi- 
ment Stations,  U.  S.  Dept.  of  Acric.  pp.  300-^86;  alto  the  preeent  writer**.  Cotton 
Culture  and  C!otton  Tnkle,  Pubs.  American  Eoon.  Aaaoo.,  New  Series,  No.  1,  pp.  8ftl~ 
366. 
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and  this,  thought  the  majority  of  the  Commissioners, 
would  make  difficult  the  classification  of  cotton  and 
its  separation  into  different  grades.  They  did  not 
question  the  contention  of  the  complainant  that  the 
costs  to  the  carrier  of  shipping  cotton  compressed 
by  the  complainant's  method  were  less  than  when 
the  older  method  of  baling  was  used,  but  they  claimed 
that  this  did  not  impose  upon  the  carrier  ''  the  obligar 
tion  to  recognize  this  saving  of  expense  by  a  corre- 
s]ponding  reduction  of  charges."  The  majority  held 
that  the  thing  of  chief  importance  was  to  secure  rea- 
sonable rates  on  conmiodities  in  the  form  in  which 
they  were  commonly  prepared  for  transportation, 
and  held  that  when  rates  so  established  were  reasonable, 
the  same  rates  did  not  become  unreasonable  to  the 
shipper  who  preferred  to  prepare  his  shipment  in  a 
form  which  might  afford  the  carrier  a  greater  profit 
per  hundred  pounds.  "  To  adjust  rates  on  different 
articles  on  the  basis  of  comparative  cost  to  the  carrier/' 
said  the  majority  report,  "  would  involve  a  wide 
departiure  from  accepted  theories  of  rate  making: 
to  adjust  rates  on  the  same  article  with  reference  to 
cost  of  carriage  under  different  conditions  would  be 
stiU  more  radical." 

y^Commissioner  Prouty  wrote  a  vigorous  dissenting 
opinion  in  the  case  in  which  he  argued  for  the  logical 
application  of  the  cost  of  service  principle.  He  openly 
accused  his  colleagues  of  trying  to  shield  themselves 
behind  trivial  and  irrelevant  analogies  and  of  reach- 
ing a  decision  which  tended  to  hinder  the  coiuise  of 
industry  and  progress.  He  declared  that  car  capacity 
more  than  any  other  one  thing  was  generally  made 
use  of  by  the  carriers  in  determining  rates  and  said 
that  the  Commission  had  ''  repeatedly  recognized 
the  substantial  accuracy  of  this  position."    He  de- 
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claxed  that  he  agreed  with  the  complainant  that  if 
30  cents  per  100  pounds  was  a  reasonable  rate  for 
transporting  25,000  pounds  of  cotton  in  a  car,  then  it 
was  entirely  unreasonable  to  apply  that  rate  to  a  car 
of  50,000  pounds.  The  carrier  would  be  compelled 
to  haul  two  car  loads  of  the  square-bale  cotton  to  earn 
the  same  amount  of  money  which  it  received  for 
a  car  load  of  round  bales. 

Taking  up  the  arguments  made  by  the  majority, 
Mr.  Prouty  discussed  the  objection  made  to  cost 
of  service  as  follows :  — 

It  is  said  that  cost  of  service  is  not  the  test  of  a  reasonable  rate. 
This  is  undoubtedly  true  in  many  cases.  There  are  many  instances 
in  which  there  is  no  intimate  connection  between  cost  of  carriage 
and  the  rate  charged  for  that  carriage.  But  with  respect  to  a 
staple  commodity  like  cotton  I  believe  that  there  should  be  a  very 
intimate  connection  between  cost  of  carriage  and  the  rate  charged 
the  public,  and  that  if  in  any  way  the  cost  of  carriage  has  been  or 
can  be  actually  reduced  one-third,  the  public  should  be  given  the 
benefit  of  that  reduction. 

Mr.  Prouty  next  pointed  out  what  was  likely  to  be 
the  effect  of  the  majority  decision  on  the  business 
of  the  complainant  and  on  progress  in  the  direction 
of  reducing  the  costs  of  marketing  the  cotton  crop. 

The  only  advantage  of  the  round  bale  is  that  it  produces  a  bale  of 
greater  density  and  thereby  reduces  the  actual  cost  of  movement 
materially.  If  this  advantage  in  transportation  is  not  recognized, 
it  has  no  value  and  cannot  come  into  use.  If  the  railways  decline 
to  accord  to  this  form  of  compression  the  saving  in  cost  of 
transportation  which  it  actually  makes,  or  some  reasonable  part 
of  it,  that  bale  never  can  be  offered  for  transportation  in  very  large 
quantity. 

Mr.  Prouty  also  pointed  out  that  recognition  of 
the  complainant's  claim  would  redound  to  the  ad- 
vantage of  several  other  owners  of  devices  for  making 
compact  bales.    So  far  from  creating  a  monopoly, 
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it  would  tend  to  modify  the  semi-monopoly  wh^ch 
the  railroads  enjoyed  of  compressing  cotton  en  route 
in  their  own  compresses. 

It  has  already  been  noted  that  it  has  been  the 
general  practice  of  the  carriers,  upheld  by  the  Com- 
mission, to  give  the  same  rates  and  classification  to 
wheat  and  to  wheat  flour.  In  two  cases,  ^  however, 
which  have  been  brought  before  the  Commission 
that  body  has  upheld  the  carriers  in  their  practice 
of  charging  five  cents  more  per  hundred  pounds  for 
transporting  flour  from  points  in  Missouri  and  Kansas 
to  points  in  Texas  than  they  charged  for  carrying 
wheat  from  the  same  points  of  origin  to  the  same 
points  of  destination.  The  carriers  made  their  defence 
partly  on  the  basis  of  differences  in  the  values  of  the 
two  commodities  and  partly  on  differences  in  the  cost 
of  service.  The  Commission  could  not  sustain  these 
arguments,  since  they  would  have  been  applicable 
under  any  circumstances,  and  it  was  shown  that  the 
same  carriers  as  were  made  defendants  in  this  case 
were  transporting  wheat  and  flour  in  other  directions 
at  the  same  rates  on  both  commodities,  and  such  an 
equalization  of  rates,  as  we  have  just  said,  has  fre- 
quently been  upheld  by  the  Commission. 

The  investigations  conducted  by  the  Commission 
in  these  cases  showed  that  in  both  instances  the  five- 
cent  differential  rate  on  wheat  had  been  made  for  the 
purpose  of  protecting  the  large  and  growing  milling 
industry  of  Texas.  The  Texas  mills  it  was  said  widened 
the  market  for  Texas  wheat  growers  but  were  at  a 
disadvantage  compared  to  St.  Louis  mills  owing  to 
higher  costs  of  fuel,  labor,  and  the  like.    The  de- 


>  KAuffman  MUllnc  Co.  y.  Mo.  Paelf.  R*y  Co.  et  al.  4 1.  C.  C.  Rep.  417;  8 1.  C.  R. 
400.  Mayor  uid  City  Council  of  Wichita,  Kansas  v.  Mo.  Pacif.  R'y  Co.  et  al.,  10 
I.  C.  C.  Rep.  85. 
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fendants  claimed  that  the  complainants  were  not 
injured  by  the  existence  of  the  differential  since  they 
could  still  compete  in  the  Texas  markets.  The  ma- 
jority of  the  Commission  decided  to  uphold  the  dif* 
ferential  in  the  first  of  the  above  cases  because  of  its 
long  continuance;  because  the  milling  industry  of' 
Texas  was  in  a  flourishing  condition  and  had  had 
beneficial  effects  on  raising  the  price  of  wheat  in  Kansas 
and  Missouri  as  well  as  in  Texas^  and  because  the 
differential  seemed  necessary  in  order  ''  to  place  the 
competitive  milling  interests  upon  a  substantial  parity." 

Commissioner  Morrison  dissented  from  the  con- 
clusions of  the  majority  of  the  Commission  in  this 
case.  He  said  that  the  decision  assumed  ^'  to  put 
the  millers  of  Texas  on  a  parity  with  their  competi- 
tors in  the  Texas  markets^  by  depriving  Missouri 
and  Kansas  mills  of  whatever  advantages  they  have 
in  their  favorable  location."  This  he  pointed  out 
was  in  direct  confiict  with  previous  decisions  of  the 
Commission. 

In  the  second  of  the  above  cases  the  Commission 
abandoned  its  contention  that  the  differential  on 
wheat  was  necessary  to  maintain  competition  between 
Texas  mills  and  those  in  Kansas  and  Missouri.  On 
the  contrary  it  declared  that  ''  the  Commission  has 
no  more  authority  to  place  competing  millers  in  dif- 
ferent states  upon  precisely  the  same  footing  than 
it  has  to  equalize  conditions  in  all  localities  and  in 
every  industry."  It  nevertheless  upheld  the  dif- 
ferential on  the  ground  that  many  new  and  flourishing 
mills  had  recently  sprung  up  in  Texas  as  a  result  of 
an  accidental  crop  yield  and  that  to  equalize  the  rates 
on  wheat  and  flour  would  handicap  these  mills  in  their 
competition  with  the  Kansas  mills.  The  Commission 
therefore  announced  that  it  must  ''  decline  to  disturb 
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relations  of  rates "  since  such  disturbance  ''  could 
scarcely  fail  to  be  injurious  to  important  vested  rights/' 
It  also  declared  that  the  maintenance  of  competition 
between  the  Texas  mills  and  those  in  Kansas  was  a 
direct  benefit  to  the  Kansas  farmers  in  that  it  tended 
to  raise  the  price  of  their  grain^  and  the  Commissioners 
said:  ''Anything  which  increases  the  value  of  the 
products  of  the  soil  to  the  producer  seems  so  desirable 
a  result,  that  if  the  Commission  was  endeavoring  to 
adjust  the  conditions  investing  various  localities, 
that  which  led  to  the  prosperity  of  the  agriculturist 
must  receive  favorable  attention." 

Whether  one  looks  at  this  case  from  the  stand- 
point of  the  Texas  millers  or  of  the  Kansas  wheat 
growers  it  is  apparent  that  the  Commission's  decisions 
were  based  on  the  special  and  peculiar  interest  of 
these  particular  classes  of  persons. 

In  spite  of  the  fact  that  neither  Los  Angeles  nor 
San  Bernardino,  California,  is  situated  on  the  coast, 
the  Conunission  decided  in  the  case  of  A.W.  Holdzkom 
v.  Michigan  Central  Railway  Company  et  al.^  that  the 
carriers  from  the  East  were  justified  in  considering 
Los  Angeles  a  ''  terminal  point,"  enjo}dng  the  benefits 
of  water  transportation  from  the  East  and  therefore 
entitled  to  the  same  rates  as  San  Francisco  received 
while  San  Bernardino  must  continue  to  pay  the  through 
rates  to  Los  Angeles  plus  the  local  rates  from  Los 
Angeles  to  San  Bernardino.  The  Commission  set 
forth  its  reasons  for  permitting  this  discrimination  as 
follows :  — 

In  coming  to  this  conclusion  we  have  been  largely  influenced  by 
the  consideration  that  while  this  action  upon  the  part  of  the  car- 
riers has  certainly  worked  a  preference  in  favor  of  Los  Angeles  as 
against  towns  like  San  Bernardino,  it  has  at  the  same  time  bene- 

>  9  I.  C.  C.  Rep.  42. 
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fitted  southern  California  as  a  whole.  The  result  has  been  to 
transfer  the  wholesale  business  of  southern  Califomia  in  so  far  as 
it  is  transacted  upon  the  Pacific  Slope,  mainly  from  San  Francisco 
to  Los  Angeles.  Before  Los  Angeles  enjoyed  this  rate  San  Fran- 
cisco jobbers  covered  that  territory.  Now  they  have  given  place 
to  the  jobbers  of  Los  Angeles,  and  in  many  instances  San  Frandaco 
houses  have  established  branches  at  Los  Angeles.  It  is  probable 
that  this  arrangement  results  in  somewhat  cheaper  prices  for 
southern  Califomia  than  would  be  secured  by  a  distribution  from 
San  Francisco,  since  the  cost  at  the  two  centers  of  distributicm 
is  now  the  same,  while  the  expense  of  distributing  from  Los  Angles 
is  somewhat  less.  While,  therefore,  Los  Angeles  has  been  bene- 
fitted, it  would  appear  that  this  whole  section  shares  to  an  extent 
in  such  benefit,  nor  is  it  easy  to  perceive  how  San  Bernardino  has 
been  materially  injured  since  that  city  could  not  become  a  jobbing 
center  as  against  San  Francisco  under  original  conditions. 

The  grounds  for  the  Commission's  decision  are 
therefore  the  interest  of  southern  Califomia  as  a 
whole.  That  the  decision,  while  favorable  to  the 
jobbers  of  Los  Angeles  and  perhaps  to  the  consumers 
of  southern  Califomia,  was  opposed  to  the  interests 
of  San  Francisco  jobbers  was  a  fact  which  apparently 
received  little  consideration  from  the  Commissioners. 

In  all  the  cases  which  we  have  considered  under 
the  heading  of  class  and  sectional  interests,  the  Com- 
mission does  not  seem  to  have  been  guided  by  what 
it  terms  "  fundamental  principles."  The  cases  have 
been  disposed  of,  as  the  Commissioners  said  in  the 
Kavjffman  Milling  caae,  "  with  a  view  to  what  is  best 
for  the  public  interests  immediately  concerned,  and 
upon  facts  found  to  exist  rather  than  upon  theories 
of  transportation."  Perhaps  the  most  fundamental 
consideration  involved  was  the  desire  to  preserve 
competition  among  producers  or  producing  sections, 
and  this  the  Commission  has  undertaken  to  do  even 
when  at  times  it  has  been  necessary  to  depart  from 
economic  principles  and  to  sacrifice  in  a  measure 
the  interests  of  the  consumers. 
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VIII.  Fair  Return  on  Investment 

During  recent  years  there  has  been  an  urgent  demand 
on  the  part  of  many  writers  and  public  officials  that 
the  Federal  government  attempt  to  make  a  valuation 
of  the  physical  property  of  the  railroads  of  the  United 
States  and  that  it  also  take  steps  to  control  the  further 
issue  of  railway  securities.  This  demand,  represent- 
ing what  Professor  Adams  calls  ''  the  public  interest 
in  the  property  accounts  of  railways,"  as  opposed  to 
the  interest  of  the  railway  management  and  the  in- 
terest of  the  investor,  ''  rests  upon  the  fact  that  a  rea- 
sonable rate  for  transportation  services  is  a  rate  which 
contributes  a  reasonable  return  upon  necessary  in- 
vestments." ^ 

The  argument  for  a  physical  valuation  of  railway 
property  and  a  limitation  of  railway  securities  may 
be  briefly  stated  as  follows.  The  railways  are  com- 
mon carriers,  concerned  in  the  business  of  performing 
a  service  essentially  public  in  character.  Their  cor- 
porate existence  is  furthermore  due  to  franchises 
granted  by  the  public  authorities.  In  the  performance 
of  a  public  service  their  owners  are  not  entitled  to 
charge  more  than  a  fair  return  upon  the  actual  capital 
invested  and  this  can  only  be  known  when  the  value 
of  the  property  has  been  ascertained.  In  the  future 
the  issues  of  railway  securities  should  be  made  to  cor- 
respond to  the  actual  investment  of  capital.  Rates 
in  general  can  then  be  so  regulated  as  to  yield  only 
normal  rates  on  the  capital  investments  and  on  the 
par  value  of  the  new  stock  issues. 

>  Twenty-fint  Annual  Report  on  the  Sutlstlca  of  Rallwayt  In  the  United  SUtes 
(1008).  p.  11. 
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1.   Development  of  the  Tfieory 

This  theory  of  rate  malring  received  but  little  at" 
tention  during  the  early  years  of  the  existence  of  the 
Interstate  Commerce  Commission.  It  was,  however, 
not  entirely  overlooked;  it  was  dealt  with,  tho  in  a 
purely  incidental  way,  in  some  of  the  earlier  decisions. 
Thus  in  one  case  ^  where  the  complainants  had  urged 
that  the  defendant's  rates  on  wheat  were  too  high 
when  compared  to  rates  on  the  same  conmiodity 
charged  by  other  roads,  and  the  defendant  had  pleaded 
as  an  excuse  the  high  cost  of  constructing  and  main- 
taining the  road  and  the  low  rate  of  return  on  its 
paid-up  stock,  the  Commissioners  had  replied  that 
the  roads  with  which  the  complainant  had  made  com- 
parison 

have  a  greater  variety  of  local  and  way  freights,  and  are  not  com- 
pelled to  depend,  as  is  the  defendant,  so  largely  upon  what  they 
receive  for  the  transportation  of  any  one  local  commodity,  such 
as  wheat.  They,  therefore,  derive  revenue  from  these  other 
sources  of  local  and  way  freights  to  a  much  greater  extent  than 
the  defendant,  and  can  with  confidence  rely  upon  them,  and  for 
this  reason  alone  can  safely  make  their  rates  less  than  the  defendant. 

A  more  significant  utterance  appears  in  the  Com- 
mission's report  on  Alleged  Excessive  Freight  Rates 
and  Charges  on  Food  Products.*  The  shippers  had 
advanced  the  claim  that  the  railway  rates  from  the 
West  should  be  so  adjusted  as  to  enable  farm  produce 
to  be  sold  in  the  East  at  a  profit.  The  Commissioners 
could  not  admit  that  the  railroads  were  boimd  so  to 
adjust  their  rates  that  ''  shippers  may  in  all  cases 
realize  actual  cost  of  production."    Such  a  basis  of 

>  Milton  Evaaa  et  al.  ▼.  The  Ongon  Railway  and  Navlsation  Co.,  1 1.  C.  C.  R«p. 
325. 

«  4  I.  C.  C.  Rep.  48:  3  I.  C.  R.  93. 
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rate  making  they  said  '^  will  hardly  stand  the  test 
of  fair  dealing.  It  would  compel  those  who  invest 
in  or  operate  railroads  to  assume  and  bear  the  losses 
resulting  from  the  improvidence^  mismanagement, 
or  unprofitable  employment  of  others."  At  the  same 
time  the  Commissioners  declared  that  the  roads  should 
offer  such  rates,  if  they  are  "  fairly  remunerative," 
as  would  encourage  and  warrant  the  movement  of 
commodities  and  such  a  rule  was  particularly  appli- 
cable to  the  staple  agricultural  commodities.  The 
Commission  was  careful  to  state  that  in  deciding 
what  rates  were  "  fairly  remunerative  "  it  must  not 
be  implied  that  a  dividend  on  watered  stock  was  to 
be  included,  and  they  laid  down  this  further  principle : — 

In  fixing  reasonable  rates  the  requirements  of  operating  expenses, 
bonded  debt,  fixed  charges,  and  dividends  on  capital  stock  from  the 
total  traffic  are  all  to  be  considered,  but  the  claim  that  any  par- 
ticular rate  is  to  be  measured  by  them  as  a  fixed  standard,  below 
which  the  rate  may  not  lawfully  be  reduced,  is  one  rightfully  sub- 
ject to  some  qualifications,  one  of  which  is  the  obligations  must 
be  actual  and  in  good  faith. 

Another  limitation  on  the  principle  of  fair  remunera- 
tion is  stated  in  one  of  the  Standard  Oil  cases  ^  where 
it  is  said  that  a  carrier 

may  establish  its  rates  to  yield  fair  remuneration  for  its  services, 
subject  to  prescribed  limitations,  but  it  may  not  treat  every  divi- 
sion of  its  system  serving  a  common  territory  as  an  independent 
property,  and  vary  its  rates  to  suit  the  conditions  of  each  piece 
of  property,  and  thereby  arbitrarily  exact  charges  that  maJce  a 
profitable  market  for  one  portion  of  its  patrons  and  that  exclude 
others  similarly  situated  from  the  same  market. 

The  limited  use  which  the  Commission  made  of  the 
principle  that  rates  must  be  so  limited  as  to  3deld 
only  normal  retxuns  on  investment  during  the  early 

>  Rlw,  Roblnaon  A  Wintherop  ▼.  The  Western  New  York  and  Penneylvania 
R.  R.  Co.,  4  I.  C.  C.  Rep.  181;  8  I.  C.  R.  162. 
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years  of  its  existence  doubtless  finds  its  chief  explana- 
tion in  the  fact  that  nearly  all  of  the  earlier  decisions 
had  to  do  with  rates  on  particular  commodities  rather 
than  with  an  entire  schedule  of  rates.  Altho,  as  we 
shall  see^  the  Commission  has  made  a  limited  use  of 
this  principle  in  dealing  with  rates  on  a  few  important 
conunoditieS;  it  has  never  been  seriously  urged  by 
members  of  the  Commission  or  others  that  this  theory 
of  rate  making  could  be  rigidly  applied  to  determine 
what  was  a  reasonable  rate  on  a  specific  commodity 
carried  a  specific  distance.  The  principle  has  found 
its  widest  application  in  those  cases  in  which  the  Com- 
mission has  had  to  consider  the  question  as  to  whether 
or  not  a  general  advance  in  rates,  or  at  least  an  advance 
on  an  entire  class  of  conunodities,  by  a  single  railway 
system  or  by  several  railroads  acting  in  conjunction, 
was  legitimate. 

2.   Rates  in  general 

In  seeking  to  make  use  of  the  principle  that  a  rea- 
sonable rate  is  one  that  yields  a  fair  return  on  capital 
actually  invested,  the  Commission  has  been  greatly 
handicapped  by  the  fact  that  there  has  never  been 
furnished  to  it  any  authoritative  statement  as  to 
what  is  the  actual  capital  investment  of  our  railroads, 
either  singly  or  in  the  aggregate,  or  as  to  what  con- 
stitutes a  reasonable  rate  of  return  on  this  capital. 
The  United  States  Supreme  Court  in  the  Nebraska 
Freight  Rate  case  ^  established  the  rule  that  a  carrier 
is  entitled  to  earn  a  ''  fair  return  upon  the  value  of 
that  which  it  employs  for  the  public  convenience," 
but  this,  in  the  absence  of  any  standard  for  deter- 
mining what  is  that  value,  is,  as  the  Commission 

1  169  U.  8.  466. 
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sfiys/  much  like  reasoning  in  a  circle,  since  the  value 
of  a  railway's  property  is  in  large  part  dependent 
on  the  rates  which  it  is  permitted  to  charge.  The 
Commission  expressed  the  opinion  in  this  case  that 
the  cost  of  reproducing  a  railway's  property  could  not 
well  be  made  a  test  as  to  the  value  of  the  investment, 
tho  it  might  furnish  some  assistance  in  determining 
that  value.  Even  this  standard  of  measurement  is 
lacking,  and  the  Conunission  stated  the  difficulties 
which  it  confronts  in  seeking  to  determine  what  con- 
stitutes a  reasonable  rate  schedule  in  these  words:  — 

It  is  plain  that  until  there  be  fixed  either  by  legislative  enactment 
or  judicial  interpretation,  some  definite  basis  for  the  valuation 
of  nsulway  property  and  some  limit  up  to  which  that  property  shall 
be  allowed  to  earn  upon  that  valuation,  there  can  be  no  exact 
determination  of  these  questions. 

In  the  absence  of  such  official  standards  the  Com- 
mission in  seeking  to  judge  as  to  the  reasonableness 
of  a  proposed  general  advance  in  rates  has  thrown 
upon  the  railroads  the  burden  of  proving  that  they 
were  not  prospering  imder  existing  rates.  The  most 
notable  decisions  of  this  sort  were  handed  down  only 
a  few  months  ago  and  are  still  fresh  in  our  minds; 
but  the  principles  upon  which  the  Commissioners 
acted  in  refusing  to  allow  the  recent  proposed  advances 
in  freight  rates  are  not  new  and  need  have  caused  no 
surprise  to  those  who  have  followed  the  Commission's 
line  of  reasoning  in  earlier  cases.  In  the  case  which 
we  have  just  been  considering  the  carriers  had  de- 
clared that  rates  had  been  reduced  in  bad  times;  the 
prices  of  materials  and  labor  had  risen  with  the 
return  of  prosperity;  the  roads  hence  were  entitled 
to  raise  their  rates.    The  Commission  itself  has  so 

>  Propoaed  Advances  In  Freight  Rates,  9  I.  C.  C.  Rep.  MS. 
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succinctly  stated  the  argument  of  the  carriers  that 
its  words  deserve  to  be  quoted. 

The  present  priceB  of  commodities  are  high,  therefore  they  can  pay 
a  higher  freight  charge.  Times  are  good  and  raih*oads  should 
share  in  the  general  prosperity;  but  high  prices  of  materials  and 
labor  add  to  the  expense  of  operation  and  gross  revenues  must 
therefore  be  increased. 

This  arg;ument,  it  will  be  observed,  is  a  combination 
of  cost  of  service  and  of  value  of  service,  or  "  charg- 
ing what  the  traffic  will  bear"  arguments.  So  far 
as  the  cost  of  service  argument  is  concerned  its  vaUdity 
would  of  course  depend  on  the  evidence  as  to  increased 
costs  submitted  by  the  carriers.  If  value  of  service 
is,  however,  to  be  made  the  test,  and  if  any  meaning 
is  to  be  given  to  this  elusive  term,  it  is  hard  to  see 
why  the  carriers'  argument  is  not  conclusive.  For 
in  times  of  prosperity  and  high  prices  the  railroads 
certainly  do  by  means  of  the  transportation  of  com- 
modities increase  the  value  of  service  both  to  pro- 
ducers and  consumers.  We  have  already  seen  *  that 
the  Commissioners  permitted  the  increase  in  rates 
to  be  made  in  the  case  of  iron  and  steel  on  the  groimd 
that  the  rates  on  these  commodities  had  been  reduced 
because  of  business  depression. 

With  reference  to  other  commodities,  particularly 
grain,  the  Commission  shifted  its  ground.  It  declared 
that  it  was  not  called  upon  to  consider  alone  the  ques- 
tion as  to  whether  the  proposed  rate  was  reasonable 
when  *'  estimated  by  the  cost  and  value  of  the  service, 
and  as  compared  with  other  commodities,"  but  that 
it  must  decide  whether  the  rate  was  ''  reasonable  in 
the  absolute,  regarded  more  nearly  as  a  tax  laid  upon 
the  people  who  ultimately  pay  that  rate."  This 
statement   might   seem  to  introduce  into  the  Com- 

*  Quarterly  Journal  of  Eoonomlos,  November,  1910,  vol.  zxVm  p.  36. 
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mission's  decisions  a  new  theory  of  rate  making,  viz. 
the  tax  principle  so  much  emphasized  by  Professor 
Cohn.^  That  this  was  not  the  intention  of  the  Com- 
missioners, however,  is  shown  by  their  further  state- 
ment that  every  inquiry  into  the  reasonableness  of  a 
given  rate  "  involves  the  idea  of  some  limit  beyond 
which  the  capital  invested  in  railways  ought  not  to 
be  allowed  to  tax  other  species  of  property." 

While  the  Commissioners  could  not,  in  the  absence 
of  any  judicial  or  legislative  standard,  declare  just 
what  the  limit  should  be,  they  applied  this  apparently 
negative  conclusion  to  the  case  under  discussion  in 
the  following  manner.  The  statistics  of  earnings 
and  expenses  of  the  leading  lines  covered  by  the  in- 
vestigation showed  that  these  roads  had  shared  in 
the  general  prosperity  of  the  coimtry  simply  by  an 
increase  of  their  traffic.  Railway  transportation  being 
subject  to  the  law  of  increasing  returns,  this  increase 
of  traffic  had  caused  an  increase  in  the  net  earnings 
of  the  roads.  The  investigation  further  showed  that 
rates  in  general,  and  on  grain  in  particular,  had  not 
been  reduced  during  the  period  of  financial  depression. 
The  Commission  therefore  held  that  rates  long  estab- 
lished, which  had  been  fixed  by  competition  and  were 
fairly  remunerative,  could  not  be  advanced  merely 
in  order  that  in  this  way  the  railroads  might  share 
in  the  prosperity  of  the  country. 

The  report  of  an  investigation  made  by  the  Com- 
mission In  the  Matter  of  Class  and  Commodity  Rates 
from  St.  Louis  to  Texas  Common  Points,  etc.*  is  in 
many  respects  analogous  to  the  case  we  have  just 

>  Q.  Cohn,  Die  cngjUiohw  ElMnbahn  PoUtlk  der  letiten  Mhn  Jahre,  pp.  65-94. 
For  a  dlMUMton  of  Cohn*s  theoiy  we  Profeeeor  TauMlc's  Contrtbutlon  to  the  Theory 
of  Railway  Ratea,  Qaarteriy  Journal  of  Boonomleat  v(rf*  ▼•!  PP*  488-465. 

i  11 1.  C.  C.  Rep.  288. 
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considered.  The  roads  in  the  Southwest  had  an<- 
nounced  an  increase  in  rates  and  gave  as  their  reasons 
for  the  advance:  (1)  an  increase  in  ''  the  cost  of  labor^ 
materials,  and  everything  which  enters  into  the  con- 
struction and  operation  of  a  raihx>ad  ";  (2)  an  increase 
in  the  prosperity  of  the  country,  in  which  it  was  said 
the  raiboads  were  entitled  to  share.  As  a  proof  of 
the  increase  in  prices  the  raihroads  offered  a  com- 
parison between  prices  paid  in  1903  and  those  paid 
in  1897,  to  which  the  Commission  made  answer:  — 

It  is  evident  that  a  comparison  between  the  panic  prices  of  1897 
and  the  inflated  prices  of  1903  would  produce  startling  results  of 
this  nature  and  it  is  equally  evident  that  such  comparisons  are 
utterly  worthless  for  determining  a  legitimate  basis  for  frei^t 
rates. 

The  Commission  instituted  an  investigation  of  its 
own  into  the  relative  prices  paid  by  the  railroads 
for  steel  rails,  equipment,  fuel,  and  labor  in  the  years 
1892,  1896,  1902,  and  1903  and  concluded  that  ''  the 
total  cost  of  moving  a  ton  of  freight  one  mile  upon 
the  lines  of  these  respondents  as  a  whole  was  probably 
as  low  m  1903  as  it  had  ever  been.'' 

In  answer  to  the  claim  of  the  carriers  that  they 
should  share  in  the  prosperity  of  the  country  the 
Commissioners  replied :  — 

To  the  proposition  that  the  railroads  of  this  country  are  entitled 
to  share  in  the  prosperous  conditions  of  the  present  we  entirely 
assent.  .  .  .  When  the  claims  of  these  respondents  are  carefully 
examined  that  is  not  at  all  the  thing  for  which  they  contend,  but 
rather  that  because  the  prices  of  the  conunodities  which  they 
transport  have  advanced  the  rate  of  transportation  should  also  be 
advanced.  To  that  we  do  not  assent.  The  freight  rate  is  not  a 
conmiodity  the  price  of  which  should  ordinarily  vary  with  the  price 
of  the  commodities  which  are  traneported.  A  railroad  may  not 
advance  its  passenger  fares  simply  because  the  people  who  ride 
are  making  more  money.  The  question  is  rather  whether  the  fare 
charged  allows  the  carrier  a  fair  return  for  its  services. 
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The  Commissioners  admit  that  if  the  roads  reduce 
a  rate  to  enable  a  manufacturer  to  continue  in  business 
during  a  business  depression  ''  there  is  no  reason  why 
with  the  return  of  prosperity  the  rate  should  not  be 
restored/'  but  this  was  not  the  case  with  the  advance 
annoimced.  To  show  how  illogical  was  the  argument 
that  the  annoimced  increase  of  rates  was  justified 
by  the  increase  of  prosperity  the  Commission  quotes 
the  argument  of  the  representative  of  one  of  the  roads 
that  owing  to  the  ravages  of  the  boll-weevil  in  Texas 
his  road  did  not  get  the  usual  amount  of  cotton  for 
transportation  and, 

for  these  reasons  it  had  became  necessary  to  advance  rates  in  order 
to  oUain  sufficierU  reifenue  with  which  to  operate  the  road  and  pay 
a  fair  rettum  upon  the  investmerU,  Here,  therefore,  we  have  in  the 
same  ease  and  by  parties  of  the  same  general  syBtem  a  claim  upon 
the  one  hand  that  these  advances  are  justified  by  general  conditions 
of  prosperity  and  upon  the  other  hand  that  they  are  justified  by 
general  conditions  of  adversity. 

The  way  in  which  the  roads  should  share  in  the 
prosperity  of  the  country  the  Commission  then  pro- 
ceeds to  indicate. 

Railroads  should  share  in  the  general  prosperity.  They  should  do 
this  partly  by  being  able  to  advance  those  rates  which  have  de- 
clined under  commercial  conditions.  They  should  do  it  still  more 
by  the  increased  traffic  which  they  obtain.  In  times  of  prosperity 
when  money  is  plenty  and  business  is  good  people  ride  more,  buy 
more,  new  industries  are  being  established  and  old  industries  are 
active,  traffic  increases  and  out  of  such  increased  traffic  the  rail- 
way obtains,  by  automatic  action  so  to  speak,  without  any  advance 
in  its  rate  a  large  share  in  the  general  prosperity. 

Declining  to  admit,  therefore,  that  the  proposed 
advance  was  to  be  justified  either  by  cost  of  service 
arguments  or  by  increases  in  the  values  of  the  com- 
modities transported,  the  Commission  turned  to  the 
question  as  to  whether  the  rates  charged  before  the 
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advance  was  made  were  sufficient  to  allow  the  car- 
rier a  fair  return  for  the  services  rendered.  The 
statistics  as  to  cost  of  reproducing  the  property  and 
as  to  the  increase  in  gross  and  net  earnings  between 
1892  and  1903  showed  on  the  whole  favorable  condi* 
tions.  Most  of  the  roads  were  shown  to  be  earning 
six  per  cent  or  more  on  the  cost  of  reproducing  the 
property.  The  Commission  nevertheless  hesitated 
to  issue  an  order  for  a  restoration  of  rates  to  their 
former  level,  their  hesitation  being  due  to  the  fact 
that  in  spite  of  improved  conditions  the  earning  pow^ 
of  these  roads  was  still  below  that  of  the  roads  in  other 
parts  of  the  country. 

The  final  test  is  the  actual  result  of  actual  operatioiiB  and  it  cannot 
be  denied  that  the  financial  showing  of  these  respondents,  es- 
pecially those  roads  which  operate  in  the  state  of  Texas,  is  not 
favorable.  The  railroads  embraced  in  this  discussion  are  mainly 
confined  to  Groups  VIII  and  IX  [of  the  Commission's  classifica* 
tion].  If  these  groups  are  combined  and  treated  as  one,  the  aver- 
age net  earnings  per  mile  are  much  lower  than  those  in  any  other 
group  in  the  United  States.  The  percentage  of  cost  of  operation 
to  gross  revenue  is  larger  than  in  any  other  group  in  the  United 
States.  While  many  of  these  respondents  are  yielding  a  munificent 
return  upon  any  fair  basis  of  valuation,  and  while  most  of  them  are 
earning  six  per  cent,  at  least  upon  the  cost  of  reproducing  the  prop- 
erties today,  nevertheless  it  is  true  that  many  of  them  do  not  now 
and  have  not  for  years  paid  dividends  to  their  stockholders.  This 
is  partly  due  to  the  fact  of  over  capitalisation  and  partly,  perhaps, 
to  the  peculiar  state  of  the  law  in  Texas,  which  as  applied  to  these 
railroads  virtually  requires  that  the  net  earnings  be  retained  in 
the  property,  as  previously  explained.  But  in  any  view  of  the 
matter  the  fact  cannot  be  overlooked  that  those  Texas  lines  as 
compared  with  other  roads  in  this  country  are  poor. 

While  firmly  convinced  that  the  advances  had  been 
due  to  rate  agreements  among  the  carriers,  the  Com- 
missioners concluded  that  a  general  reduction  ought 
not  to  be  ordered  ''  imless  it  is  perfectly  clear  that  the 
rates  in  effect  are  unreasonable." 
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The  statement  just  quoted  from  the  Commission's 
decision  that  the  rates  might  be  too  low  since  some 
of  the  roads  had  been  imable  to  pay  dividends  on  stock 
which  was  at  least  m  part  "  water/'  might  lead  one 
to  suppose  that  the  Commission  was  ready  to  concede 
the  ri^t  of  a  road  to  earn  dividends  on  watered  stock 
as  well  as  on  capital  actually  invested.  We  have 
already  seen  ^  that  this  is  not  the  case.  Additional 
proof,  however,  is  furnished  by  two  other  cases  *  which 
have  come  before  the  Commission  in  which  the  plea 
was  made  that  if  rates  were  reduced  the  carriers  would 
be  unable  to  pay  dividends.  The  answer  of  the 
Commission  was  practically  the  same  in  both  cases. 
In  the  Danville  case  they  said  concerning  the  common 
stock  of  the  defendant  carrier:  — 

It  does  not  appear  that  the  persons  to  whom  this  stock  was  orig- 
inally issued  ever  paid  one  dollar  in  actual  value  for  it.  It  simply 
appears  that  the  stock  is  out-standing.  This  is  not  enough.  Some- 
thing more  is  needed  when  a  claim  of  this  kind  is  set  up  than  the 
mere  fact  of  the  existence  and  amount  of  capitalization. 

The  Commission  has,  however,  gone  farther  than 
merely  to  hold  that  there  is  no  obligation  on  the  part 
of  carriers  to  maintain  high  rates  in  order  to  pay 
dividends  on  stock  which  represents  no  real  invest- 
ment. In  at  least  one  case  *  it  has  put  itself  on  record 
to  the  effect  that  railway  managers  who  have  made 
unwise  ventxu'es  are  not  entitled  to  exact  unreasonably 
high  charges  from  shippers  in  order  that  their  roads 
may  become  profitable  investments.  The  defendant  in 
this  case  sought  to  justify  a  greater  charge  for  a  short 
haul  than  for  a  long  haul  on  the  ground  that  com- 

>  Above,  p.  517. 

I  QniB  Shlpiwn'  AsooUtloii  of  NorUiwwt  Iow»  ▼.  VL  Ont.  R.  R.  Co.,  8 1.  C.  C. 
B«|».  108.    City  of  DftOTlUe  ▼.  Soaibam  R'y  Co.,  8 1.  C.  C.  Rap.  571. 

•  CMy  ▼.  Burain  Sprlnfs  R'y  Co.,  7  I.  G.  C.  Rap.  S86. 
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petition  necessitated  a  low  rate  for  the  long  haul, 
while  if  the  rate  for  the  short  haul  were  made  equally 
low  the  earnings  of  the  carrier  would  be  insufficient 
to  yield  a  fair  return  on  the  capital  investment.  The 
financial  statements  of  the  road  for  several  years 
past  were  submitted  in  proof  of  this  statement.  The 
Conunission  had  no  authority  to  prescribe  a  rate 
for  the  future  owing  to  the  decision  of  the  United 
States  Supreme  Court  to  that  effect.*  It  nevertheless 
reconunended  a  reduction  of  the  short  haul  rate  in 
this  case  and  said:  — 

That  transportation  charges  should  be  liberal  until  the  earnings 
are  fully  sufficient  for  a  fair  return  on  actual  investment  will  hardly 
be  questioned,  but  it  does  not  foUow  that  rates  long  maintained 
and  grossly  discriminative  must  be  continued  and  may  be  lawfully 
exacted  year  by  year,  tho  it  be  assumed  that  railroad  investment 
of  property  is  so  much  more  inviolable  than  other  property  that 
its  owners  must  bear  none  of  the  losses  or  disadvantages  incident 
to  industrial  and  financial  disarrangement,  and  that  transporta- 
tion charges  are  never  excessive  when  the  annual  net  earnings  are 
less  than  the  amoimt  necessary  to  the  reasonable  annual  income 
on  such  property  and  investment. 

So  far  as  a  general  schedule  of  rates  is  concerned, 
therefore,  it  may  be  said  to  be  the  opinion  of  the 
Commission  that  these  rates  may  be  only  high  enough 
to  earn  a  fair  return  upon  a  legitimate  investment  of 
capital  in  the  construction  and  operation  of  the  road. 


3.   Particular  Rates 

A  charge  made  for  hauling  a  particular  conmiodity 
or  for  the  performance  of  a  specific  service  may  not 
properly  be  judged  by  the  same  standard  as  is  applied 
to  an  entire  rate  schedule*  Some  rates  need  to  be 
lower,  while  others  may  properly  be  higher  than  the 

*  Mmilmum  Rate  Cms.    197  U.  S.  479. 
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average  rate  needed  to  yield  a  fair  return  upon  the 
capital  investment.  In  the  case  of  the  Central  YeU 
law  Pine  Aasodatian  v.  The  Illinois  Central  Railroad 
et  al.,^  the  Commission  has  well  explained  why  in 
measuring  the  reasonableness  of  a  rate  on  a  given 
commodity  different  standards  must  be  applied  than 
are  used  to  measure  the  reasonableness  of  an  entire 
system  of  rates. 

The  defendants  had  attempted  to  justify  an  advance 
in  the  rates  on  lumber  shipped  from  points  in  the 
southern  states  to  places  on  the  Ohio  river  and  beyond, 
partly  on  the  ground  of  an  increase  in  costs  of  opera- 
tion, but  mainly  on  the  groimd  that  "  lumber,  con- 
sidering its  character  and  the  conditions  attending 
its  transportation,  was  not  yielding  its  proportion 
of  the  revenue  required  by  the  defendants  to  meet 
their  expenses." 

To  this  argument  the  Commission  replied :  — 

The  question  of  the  reasonableness  in  this  sense  of  a  rate  an  a 
single  artide  of  traffic  is  one  of  ahnost  insuperable  difficulty.  .  .  . 
The  value  of  the  entire  property  of  a  road  employed  for  the  public 
convenience  can  shed  but  little,  if  any  light  upon  the  question 
whether  the  rate  on  a  single  one  among  thousands  of  articles  of 
traffic  yields  its  proper  proportion  of  a  fair  return  on  that  value. 
The  rate  on  one  article  of  traffic  may  be  reasonably  high  and  the 
carrier  fail  to  earn  a  fair  return  on  the  value  of  the  entire  property 
employed  for  the  public  convenience  because  of  unreasonably 
low  rates  on  other  traffic,  and  vice  versay  the  rate  on  one  article 
of  traffic  may  be  unremunerative  or  unreasonably  low  and  the 
return  to  the  carriers  from  its  entire  business  may  be  fair  or  reason- 
ably high,  the  deficiency  under  the  rate  on  one  article  of  traffic 
being  made  up  by  the  rates  on  the  balance  of  the  traffic.  .  .  . 
While  the  Supreme  Court  has  undertaken  to  point  out  "  certain 
elements "  to  be  considered  in  determining  the  reasonableness 
of  an  entire  system  of  rates,  it  has  not  named  any  as  shedding 
light  upon  the  reasonableness  of  a  rate  on  a  sin^e  commodity 
like  lumber.  It  is  evident  that  such  elements  are  widely  variant 
in  the  two  cases.    Where  an  entire  system  of  rates  is  involved, 

»  10 1.  C.  C.  Rep.  509. 
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the  principal,  if  not  the  only  question,  is  whether  the  revenue 
yielded  by  the  rates  on  all  traffic  is  a  "  fair  return  on  the  value 
of  that  which  is  employed  for  the  public  convenience  "  —  a  ques- 
tion, the  determination  of  which,  —  as  we  have  shown,  can  have 
only  a  very  remote,  if  any,  practical  bearing  on  the  reasonableness 
of  a  rate  on  a  single  article  of  traffic.  On  the  other  hand,  where 
the  rate  on  a  single  article  is  in  issue,  the  question  (which  could 
not  arise  in  the  former  case)  whether  the  rate  is  unjustly  discrimi- 
natory or  unduly  preferential,  may  be  presented,  and  the  reason- 
ableness of  the  rate  depends  upon  the  value,  volume  and  other 
characteristics  affecting  the  transportation  of  the  particular  com- 
modity to  which  it  is  applied. 

In  the  present  case  the  majority  of  the  Commission 
decided  that  neither  the  increase  in  the  cost  of  operat- 
ing the  roads^  nor  the  carriers'  need  for  increased 
revenues,  nor  yet  the  increased  prosperity  of  the 
lumber  manufacturers,  warranted  the  increase  of  rates. 
The  advance  in  rates  was  due  to  concert  of  action 
between  the  carriers  and  this  concert  of  action  had 
eliminated  competition.  The  Commission  held  that 
the  rates  should  be  restored  to  the  level  at  which 
competition  had  left  them. 

Practically  the  same  arguments  were  advanced 
and  the  same  conclusions  reached  in  another  lumber 
case,  that  of  H.  H.  Tift  et  cd.  v.  Southern  Railway 
Company  et  aU  The  same  principle  is  also  expressed, 
tho  perhaps  less  clearly,  in  several  of  the  earlier  de- 
cisions.* 

The  Commission  has  given  weight,  however,  to 
the  argument  that  need  of  revenue  may  justify  a 
carrier  in  maintaining  discriminatingly  high  rates 
under  certain  exceptional  circiunstances.  Certain  of 
the  southern  states  have  within  recent  years  established 
uniform  passenger  rates  of  3  cents  a  mile  on  the  roads 

1  10  I.  C.  C.  Rep.  648. 

*  See  for  example  Jerome  Hdl  Cotton  Co.  ▼.  M.  K.  A  T.  R.  R.  Co.,  9 1.  C.  C.  Rep. 
601 .    Brewer  A  Hanlelter  v.  L.  A  N.  R.  R.  Co.,  7 1.  C.  C.  Rep.  224. 
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within  their  borders.  The  roads  have  protested 
against  lowering  their  interstate  rates  to  the  same 
figure,  clauning  that  to  do  so  would  reduce  their 
revenues  to  such  a  point  as  to  3deld  them  less  than  a 
fair  return  on  their  investment.  Very  reluctantly 
the  Commission  has  permitted,  in  some  instances,  the 
higher  interstate  rates  to  remain  in  force.  In  one  ^ 
of  the  cases  the  Commission  said :  — 

A  reduction  of  this  interstate  passenger  fare  would  not  contribute 
to  the  development  of  the  section  or  increase  materially  the  pas- 
senger business  of  the  line.  Reducing  the  fare  to  three  cents  per 
mile  would  render  the  eamings  of  this  part  of  the  system  less  than 
the  average  upon  the  whole  system  and  less  than  the  average  of 
other  roads  in  that  part  of  the  country. 

In  another  case*  where  the  Commission  decided 
that  the  interstate  rate  complained  of  was  not  un- 
reasonable the  Commission  added:  ''  What  the  com- 
pany is  entitled  to  ask  is  a  fair  return  upon  the  value 
of  that  which  it  employs  for  the  public  convenience." 

Of  more  significance,  however,  is  the  Commission's 
statement  in  the  case  of  Board  of  Trade  of  the  City 
of  Hampton,  Florida  v.  NashviUe,  Chattanooga  & 
SL  Louis  Railway  Company '  where  financial  necessity 
was  made  one  of  the  excuses  by  the  defendant  for 
accepting  rates  at  competitive  points  which  did  little 
more  than  cover  the  operating  expenses  and  which 
could  therefore  not  be  extended  to  non-competitive 
points.    The  Commission  replied :  — 

Rates  cannot  be  said  to  be  reasonable  which  are  not  reasonably 
remunerative  to  the  carrier,  and  rates  which  do  not  pay  their  full 
proportion  of  operating  expenses,  fixed  charges  and  reasonable 
dividends  are  not  per  9e,  or  in  and  of  themselves,  reasonably  re- 

>  A.  L.  Arti  V.  Seaboard  Air  Line  Railway,  11 1.  C.  C.  Rep.  458. 

s  R.  C.  Brabham  et  al.  ▼.  Atlantic  Coaat  line  R*y  et  al.,  11 1.  C.  C.  Rep.  404. 

•  8  I.  C.  C.  Rep.  608. 
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munerative.  While  it  may  be  that  carriers,  under  certain  excep- 
tional conditions,  are  justified  in  accepting  rates  which  pay  any- 
thing in  excess  of  operating  expenses  or  the  cost  of  movement, 
3ret  as  a  general  rule  all  trafiSc  should  be  made,  if  possible,  to  pay 
its  due  proportion  of  operating  expenses,  fixed  charges  and  rear 
sonable  dividends. 

It  may  then  be  held  to  be  the  well-established 
opinion  of  the  Interstate  Commerce  Conmiission, 
as  well  as  of  the  courts,  that  the  test  to  be  applied 
to  determine  the  reasonableness  of  an  entire  system 
of  rates  is  whether  these  rates  jdeld  only  a  ''  fair  return 
on  the  value  of  that  which  is  employed  for  the  public 
convenience."  Much  still  remains  to  be  done  in  the 
way  of  measuring  that  value,  but  the  Commission 
at  any  rate  is  clearly  inclined  to  the  opinion  that  it 
must  include  only  bona  fide  investments  of  capital. 
Tho  the  same  test  cannot  be  applied  with  the  same 
degree  of  accuracy  in  the  case  of  particular  rates, 
the  principle  may  be  said  even  here  to  have  found 
recognition  that  imless  exceptional  conditions  prevail, 
a  particular  rate  must  be  so  arranged  as  to  cover 
the  commodity's  ''  due  proportion  of  operating  ex- 
penses, fixed  charges,  and  reasonable  dividends." 

IX.  General  Summary  and  Conclusions 

We  have  attempted  in  the  course  of  these  papers 
to  set  forth  as  fully  as  space  would  permit  the  theories 
of  the  Interstate  Commerce  Commission  concerning 
the  bases  of  railway  charges.  These  views  have  been 
enunciated  in  the  course  of  many  decisions  rendered 
during  a  period  covering  two  decades.  Since  the 
membership  of  the  Commission  has  been  changing 
in  the  meantime,  the  theories  do  not  always  represent 
the  changing  views  of  the  same  individuals.  In 
spite  of  the  obvious  difficulty  in  attempting  to  re- 
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state  and  classify  other  men's  opinions,  it  is  believed 
that  the  preceding  discussion,  in  which  the  funda- 
mental principles  in  each  case  have  been  given  as 
frequently  as  possible  in  the  Commission's  own  words, 
has  not  greatly  misrepresented  or  exaggerated  the 
views  of  that  body. 

We  must  now  attempt  such  an  interpretation  of 
the  Commission's  views  as  shall  show  how  the  leading 
principles  revealed  by  our  classification  may  be  in  a 
large  measure  harmonized  and  reduced  to  their  lowest 
terms.  If  this  can  be  done  in  a  satisfactory  manner 
we  shall  be  able  to  indicate  the  tendencies  which  are 
likely  to  be  followed  in  our  system  of  govemment- 
r^ulated  railway  rates  in  future  years.  It  is  perhaps 
imnecessary  to  say  that  the  members  of  the  Commission 
must  in  no  degree  be  held  liable  for  this  interpreta- 
tion.   The  present  writer  assumes  full  responsibility. 

The  Commission  began  its  work  with  the  idea  that 
value  of  service  wb^  the  underlying  principle  of  railway 
rates.  It  was  unable,  however,  to  furnish  such  a 
precise  definition  or  explanation  of  this  term  as  would 
enable  it  to  be  used  as  a  concrete  measure  of  a  reason- 
able rate.  How  uncertain  is  the  meaning  of  the  phrase 
and  how  different  may  be  the  interpretation  of  it 
given  by  the  railway  manager  from  that  which  the 
Commission  clearly  had  in  mind  is  shown  by  the  use 
made  of  it  to  defend  the  rate  on  cotton  charged  by 
one  of  our  southwestern  roads.  ^  The  vice-president 
of  the  road  had  stated  before  the  Commission  that 
the  rate  in  question  had  been  made  in  accordance 
with  the  principle  of  *'  the  value  of  the  service." 
Upon  being  asked  to  explain  the  method  of  applying 
the  principle  in  this  case,  he  replied  that  two  rules 
had  been  followed  by  his  company:    (1)  ''to  give 

>  Jerome  HlU  Cotton  Co.  t.  M.  K.  A  T.  R.  R.  Co..  6 1.  C.  C.  Rep.  601. 
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[secure]  the  largest  revenue  the  traffic  will  bear"; 
(2)  ''  to  find  a  market  for  the  stuff."  Keeping  both 
these  principles  in  mind,  he  declared  that  "  any  rate 
is  reasonable  under  which  traffic  will  move  absolutely. 
It  all  moves  out  every  season.  If  it  moves  out,  it 
must  be  a  reasonable  rate." 

If  this  pragmatic  explanation  of  what  constitutes  a 
reasonable  rate  be  accepted  as  a  fair  indication  of  what 
we  may  expect  when  rates  are  fixed  according  to  value 
of  service,  it  is  plain  that  we  shall  find  that  value  of 
sendee  is  merely  equivalent  to  the  well-known  monop- 
olistic principle  of  charging  that  price  which  will 
yield  the  highest  net  return.  It  is  also  evident  that 
the  Interstate  Conmaerce  Conmiission  could  never 
consent  to  the  use  of  such  a  principle  as  a  basis  for 
determining  reasonable  rates. 

The  great  advantage  which  cost  of  service  has  over 
value  of  service  is  that  it  furnishes  a  concrete  standard 
of  measurement.  It  states  a  quid  pro  quo  as  a  reason 
for  making  the  charge.  It  is  the  standard  of  reason- 
ableness which  has  been  adopted  in  all  our  economic 
relations.  To  make  charges  less  than  costs  would 
mean  that  other  conmiodities  or  other  industries 
would  have  to  make  up  the  deficiency,  or  else  the 
railroads  of  the  country  would  run  at  a  loss.  To 
charge  more  than  costs,  on  the  other  hand,  would 
mean  that  the  railway  industry  was  forcing  other 
industries  to  surrender  to  it  a  portion  of  their  Inti- 
mate earnings.  The  fact  that  it  is  imiversally  ac- 
cepted in  other  transactions  as  a  test  of  reasonableness 
explains  why  the  Commission  has  naturally  turned 
to  a  consideration  of  costs  when  the  equity  of  a  given 
rate  has  been  brought  in  question,  and  it  also  explains 
why  railway  officials  have  naturally  made  cost  of 
service  their  defence  whenever  their  rates  have  been 
attacked. 
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At  the  outset  of  its  labors  the  Coinmission  was  not 
inclined  to  place  much  confidence  in  cost  of  service 
as  a  principle  for  determining  rates.  The  feeling  that 
rates  fixed  in  this  way  would  prevent  the  free  move- 
ment of  certain  commodities  explains  in  part  the 
attitude  of  the  Commissioners,  but  the  main  objection 
has  seemed  to  be  the  practical  impossibility  of  deter- 
mining the  exact  cost  of  transporting  a  particular 
conmiodity.  That  there  are  obstacles — insuperable 
ones  —  to  any  direct  determination  of  the  costs  of 
performing  a  specific  service  in  transportation  no 
one  familiar  with  the  subject  would  deny.  It  has 
not  been  by  means  of  a  direct  determination  of  the 
costs,  however,  that  the  Commission  has  sought  a 
solution.  The  method  followed,  as  we  have  seen, 
has  been  that  of  comparison.  The  ascertainable 
costs  of  moving  a  certain  commodity  have  been  com- 
pared with  the  costs  of  moving  the  same  commodity 
in  a  different  manner  or  under  different  circumstances. 
The  method  of  c(ymparative  costs  does  not  yield  abso- 
lutely accurate  results  but  it  is  oftentimes  sufficient 
for  practical  purposes  and  we  must  remember  that 
economics,  like  law,  does  not  concern  itself  with  trifles. 

The  method  of  comparative  costs  has  not  always 
been  applicable  however.  The  Commission  has  then 
been  confronted  with  the  task  of  discovering  some 
other  means  of  measuring  rates  which  would  yield 
the  same  results  as  would  be  attained  by  a  comparison 
of  costs,  were  that  method  practicable.  In  some 
cases,  as  we  have  seen,  distance  may  be  used  as  a 
means  of  measuring  the  reasonableness  of  rates. 
Considered  as  the  sole  element  in  the  determination 
of  rates  distance  would  of  course  yield  unsatisfactory 
results;  but  it  is  nevertheless,  as  the  Commission 
says,  ''  in  the  absence  of  other  influences  a  controlling 
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element."  Its  value  as  a  measuring  instrument 
lies  not  in  the  fact  that  it  is  independent  of  costs  but 
that  in  the  absence  of  other  influences  it  reflects  costs. 

The  same  thing  may  be  said  of  the  effort  of  the 
Commission  to  preserve  for  a  place  its  natwral  adr 
vantages  of  location.  A  place  can  have  no  advantage 
of  location  which  a  carrier  is  bound  to  respect  other 
than  that  which  is  due  to  its  ability  to  place  its  products 
on  the  market  at  less  cost  than  can  its  competitors. 
Rates  based  on  the  principle  of  recognizing  natural 
advantages  of  location  are  therefore  true  to  the  cost 
of  service  principle. 

Even  in  the  absence  of  these  indirect  methods  of 
determining  costs,  the  Commission  has  found  it  pos- 
sible to  reach  the  same  goal  by  other  methods.  It  is 
a  fundamental  principle  of  economics  that  free  and 
untrammeled  competition,  operating  over  a  long  period 
of  time,  tends  to  reduce  prices  to  a  cost  basis.  We 
have  therefore  only  to  apply  this  principle  to  railway 
rates  to  see  that  rates  which  have  been  fixed  by  com- 
petition, provided  that  this  competition  has  been  of 
a  normal  sort,  will  be  the  same  as  they  would  be  if 
all  the  costs  of  service  had  been  calculated  and  rates 
had  then  been  based  on  costs.  In  spite  of  all  the 
inconsistencies  and  contradictions  involved  in  the 
Commission's  discussion  of  competition,  —  many  of 
which,  as  we  have  observed,  are  due  to  an  effort  to 
preserve  the  spirit  of  the  law,  —  we  see  running 
throughout  the  Commission's  decisions  a  tendency  to 
fix  rates  at  the  point  where  a  normal  and  healthy 
struggle  between  competing  interests  has  tended  to 
leave  them.  Competitive  rates  are  therefore  true 
to  a  cost  of  service  principle. 

One  other  alternative  has  been  presented  to  the 
Commission  in  certain  cases  where  it  has  been  unable 
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to  calculate  the  costs  of  service  and  this,  too,  has 
been  in  accordance  with  well-known  economic  prin- 
ciples. What  the  economist  always  means  by  cost 
price,  is  that  price  which  covers  not  only  actual  ex- 
penditures made  in  production  but  which  also  leaves 
a  normal  rate  of  return  upon  all  the  capital  invested. 
In  those  cases,  therefore,  in  which  the  Conunission 
has  been  called  upon  to  deal  with  a  whole  system  of 
rates;  where  it  would  have  been  clearly  impossible 
to  have  calculated  all  the  costs;  where  even  the 
comparative  method  was  lacking  because  the  increase 
of  rates  had  been  made  general,  and  where  competition 
was  not  present,  —  it  has  still  been  possible  to  aak 
whether  these  rates  have  yielded  the  same  results, 
measured  by  their  effect  on  earning  power,  as  would 
have  resulted  if  the  cost  of  service  principle  had  been 
applied. 

In  accepting  different  methods  of  measuring  the 
reasonableness  of  railway  rates  the  Interstate  Com- 
merce Commission  has  been  confronted  with  the 
same  difficulty  that  we  find  when  we  come  to  measure 
the  size  or  magnitude  of  ph}rsical  objects,  and  it  has 
solved  the  problem  in  the  same  way.  In  some  cases 
we  use  dry  measure,  in  others  liquid  measiu^,  in  others 
cubic  measure,  and  in  still  others  measure  by  weight. 
In  the  metric  system,  the  fundamental  unit  is  the 
metre,  but  for  practical  purposes  it  is  often  con- 
venient to  use  as  the  unit  of  measurement  the  litre 
or  the  gram,  both  of  which  are,  however,  based  upon 
the  metre.  In  the  same  way  the  Conmiission  in  its 
efforts  to  base  rates  upon  cost  of  service  has  found  it 
practically  advantageous  at  times  to  use  other  methods 
of  measurement,  —  distance,  advantage  of  location, 
competition,  fair  return  on  investment;  all  of  which 
in  the  sense  in  which  they  are  employed  by  the  Com- 
mission are  merely  expressive  of  cost  relations. 
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Two  other  considerations  emphasized  by  the  Com- 
mission, value  of  commodity,  and  sectional  or  class 
interests,  still  remain  to  be  dealt  with.    With  reference 
to  the  last-named  consideration  it  is  hard  to  see  how 
it  can  be  made  to  fit  in  with  any  defensible  theory  of 
railway   rates.    Possibly   the   decisions   rendered   in 
most  of  the  cases  coming  under  this  head  are  entitled 
to  a  degree  of  justification  on  the  ground  that  the 
Commission  was  endeavoring  to  preserve  competition 
among  producers.    Many  of  the  cases  in  which  value 
of  commodity  was  made  the  basis  of  the  Conmiission's 
decision  might  easily  have  been  grouped  under  the 
heading  of  cost  of  service.    This  is  because  differences 
in  rates,  measured  by  differences  in  values  of  com- 
modities, were  allowed  because  the  carrier  was  assumed 
to  have  accepted  greater  risks  in  transporting  the 
more  valuable  conmiodities.    In  other  cases  where 
low  rates  were  prescribed  for  low-grade  commodities, 
for  example  such  articles  as  are  usually  given  com- 
modity rates,  it  is  obvious  that  the  low  rates  could 
have  been  justified  as  easily  on  the  principle  that  the 
costs  of  moving  these  conmiodities  were  low  as  on  the 
basis  of  their  low  values.    If  the  carriers  had  been 
able  to  show  that  it  actually  cost  more  to  move  a 
conmiodity  having  a  low  value  than  it  did  to  transport 
one  having  a  higher  value  it  is  doubtful  if  the  Com- 
mission would  ever  have  insisted  that  the  less  valuable 
conmiodity  should  receive  the  lower  rate.    In  many 
cases  we  have  observed  that  the  values  of  commodities 
were  allowed  to  affect  rates  because  the  Commission 
felt  under  obligation  to  maintain  competition  between 
establishments  located  at  different  points  and  engaged 
in  turning  out  products  in  different  stages  of  manu- 
facture.    Here  again  it  is  often  possible  to  trace, 
indirectly  through  competition,   a  relation  between 
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the  value  of  the  commodity  and  the  cost  of  transpor- 
ting it.  It  is  of  course  not  pretended  that  all  cases 
in  which  value  of  conunodity  is  selected  as  the  basis 
of  rate  making  can  thus  be  brought  under  the  cost  of 
service  principle. 

If  the  conclusion  be  accepted,  which  these  articles 
seem  to  support,  that  the  tendency  of  the  Interstate 
Conmierce  Commission's  decisions  is,  on  the  whole, 
towards  a  cost  of  service  theory  of  rate  making,^  there 
still  remains  the  task  of  so  stating  a  theory  of  rates 
as  to  bring  in  the  various  considerations  which  we 
have  seen  the  Commission  has  emphasized  as  factors 
in  rate  making,  and  show  how  they  can  be  related 
to  the  fundamental  principle.  It  is  perhaps  well  to  say 
that  nowhere  has  the  Conunission  undertaken  to  state 
such  a  comprehensive  theory  of  rate  making. 

1.  In  any  system  of  government-made  or  govern- 
ment-regulated railway  rates,  it  would  seem  that 
this  fimdamental  economic  principle  should  be  kept 

1  These  artldet  do  not  profeae  to  disoufls  the  dedBlona  of  the  CommlMlon  iliioe 
the  Hepburn  Act  beoame  operative  or  to  consider  the  theories  of  other  writers.  It 
seems  worth  while,  however,  to  oall  attention  to  the  fact  that  a  consideration  of  the 
later  dedslons  of  the  Commission  and  especially  its  decision  in  the  recent  "  advances 
in  rates  '*  investlcatlon  in  western  trunk  Une  tertttory  would  do  much  to  strencthen 
the  Idea  that  the  Commission  was  tending  towards  a  cost  of  service  theory.  Several 
books  and  articles  by  recent  witters  also  tend  to  support  the  argument  that  cost  of 
service  is  both  practicable  and  desirable  as  a  basis  of  railway  charges.  See  espedaUy 
the  artkle  by  CommisBloner  Halford  Erickson  of  the  Wisconsin  Railway  Commission 
explaining  the  methode  followed  by  that  Commission;  The  Baals  of  Reasonable 
Railway  Rates,  Publications  of  the  American  Economic  Association,  Third  Series, 
vol.  iz  (1908),  pp.  05-102.  See  also  Standards  of  ReasonablenssB  in  Local  Speight 
Discriminations  by  Professor  John  M.  ClaA  of  Amherst  College  in  Columbia  Uni- 
versity Studies  in  History,  Economics  and  Public  Law,  vol.  zzzvil,  no.  1;  also 
Professor  M.  H.  Robinson's  articles  on  RaUway  Passenger  Rates  and  Railway  Freight 
Rates,  Yale  Review,  vol.  xvl,  pp.  855-dOO;  vol.  zvli,  pp.  121-168.  Professor  Robinson 
bellevea  that  there  is  a  tendency  towards  the  fixing  of  rates  on  the  basis  of  costs  deter* 
mined  by  a  sdentHic  and  elaborate  system  of  cost-keeping,  but  points  out  that  at 
present  this  is  not  practicable  owing  to  the  unscientific  character  of  railway  accounts. 
It  may  be  said  that  rates  on  the  eastern  trunk  lines  have  for  some  years  been  fixed  In 
accordance  with  a  cost  of  servloe  theory.  See  Professor  Ripley's  article.  The  Trunk 
line  Rate  System:  A  Distance  Tariff,  Quarterly  Journal  of  Economics,  vol.  xx  (1006), 
pp.  18a-210;  rsprtnted  In  Ripley's  Railway  Problems,  pp.  800-832.  See  also  Johnson 
and  Huebner,  RaHroad  Traffic  and  Rates,  vol.  I,  ch.  xxl,  and  McPharson,  Railroad 
FMght  Rates,  pp.  70-78. 
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in  mind:  to  perform  the  service  of  transporting  per- 
sons and  goods  with  the  least  possible  expenditure 
of  social  energy. 

2.  One  transportation  route  or  one  transportation 
system  should  never  be  allowed  to  take  from  another 
route  or  system,  m^^ly  as  a  consequence  of  competi- 
tion, traffic  which  the  latter  route  or  system  can  carry 
at  less  expense. 

3.  Rates  should  be  so  adjusted  as  never  to  take 
from  a  place  its  natural  geographical  advantages  of 
location;  but  natural  advantages  should  not  be  so 
construed  as  to  mean  monopoly  privil^es. 

4.  Railway  rates  as  a  whole  should  just  cover 
costs  as  a  whole,  allowing  for  a  normal  rate  of  return 
on  capital  actually  invested,  a  normal  return  for  labor 
of  a,ll  sorts,  and  for  depreciation,  but  not  for  better- 
ments. This  would  not  mean  that  superior  efficiency 
in  railway  management  was  not  entitled  to  reap  the 
rewards  of  its  superiority  in  the  same  way  it  does 
in  the  ordinary  industrial  establishment  wh^re  com- 
petition rules.  On  the  other  hand,  the  rule  must 
not  be  construed  to  mean  that  any  investment  in  a 
railroad,  no  matter  how  foolishly  or  recklessly  made, 
is  entitled  to  exact  high  rates  from  persons  and 
industries  along  the  line  in  order  to  earn  current 
interest  rates  or  dividends.  Railway  property  is  not 
more  sacred  than  other  property,  nor  are  railway 
investors  immune  from  the  consequences  of  their 
own  acts. 

5.  Each  conmiodity  transported  should,  as  far  as 
possible,  be  made  to  defray  its  own  share  not  only 
of  operating  and  terminal  costs  but  also  of  the  fixed 
costs  and  dividends.  It  is  possible  under  modem 
accoimting  methods  to  determine  these  costs  with 
an  approximate  degree  of  accuracy  for  the  principal 
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commodities  and  classes  of  traffic.  The  rates  on  other 
commodities  may  be  determined  by  comparing  their 
ascertainable  costs  with  those  of  the  principal  com- 
modities, and  to  a  lesser  extent  by  a  comparison  of  the 
relative  values  of  the  conmiodities. 

6.  Di£Ferences  in  distance  may  be  made  a  test  of 
the  reasonableness  of  differences  in  rates  where  other 
conditions  appear  to  be  similar;  yet  the  general  rule 
must  be  kept  in  mind  that  tho  the  aggregate  charge 
should  increase  as  distance  increases,  the  ton-mile 
rate  should  decrease. 

7.  Where  the  application  of  none  of  the  above, 
principles  seems  practicable,  competition,  which  has 
been  conducted  in  a  normal  manner  over  a  period  of 
several  years,  may  be  assumed  to  have  established  a 
fair  relation  of  rates. 

8.  A  reasonable  rate  is  one  which  yields  a  reasonable 
compensation  for  the  service  rendered.  If  a  given 
rate  is  reasonable  in  this  sense,  an  increase  in  the  price 
of  the  conmiodity  or  in  the  profits  to  the  producer 
will  not  be  a  valid  excuse  for  increasing  the  railway 
rate.  The  carrier  will  justly  share  in  the  increased 
prosperity  of  the  producer  by  securing  a  larger  traffic 
in  this  conmiodity. 

The  possibility  of  applying  these  rules  to  the  business 
of  railway  transportation  is  proved  by  the  fact  that 
the  application  of  every  one  of  them  can  be  shown  by 
illustrations  taken  from  the  Conmiission's  decisions. 
Their  consistent  application  would  mean  that  the 
railroads  would  neither  tax  the  industries  of  the 
coimtry  nor  have  their  own  investments  sacrificed; 
they  would  not  build  up  one  place  or  industry  at  the 
expense  of  some  other  place  or  industry;  they  would 
not  take  from  some  persons  or  conmiodities  their 
proportionate  share  of  the  costs  of  transportation 
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and  impoee  them  upcm  other  penons  and 
ties;  and  finally  th^  would  not  by  their  ^yston  of 
rate  making  retard  industrial  progress  or  have  thdr 
own  devdopment  hindered  by  failing  credit  or  lack 
of  revenue. 


M.  B.  HAMMONn. 

Ono  8rATB  UiarcBMrT. 


SCIENTIFIC  MANAGEMENT  IN  THE  OPERA- 
TION OF  RAILROADS 

SUMMARY 

TeBtimony  before  the  Intentate  Commeroe  CommiaBion,  630. — 
"  Scientific  Management "  to  save  railroads  a  million  dollars  a  day, 
530.  —  What  is  "  Scientific  Management  ?  "  —  Its  success  in  manu- 
facturing establishments,  644.  —  Practically  untried  in  railroad  opera- 
tion, 646.  —  Santa  Fe  experiments  inconclusive,  646.  —  Differences 
between  manufactories  and  railroads  in  extensive  range  of  action  (640) . 
—  Character  of  public  service  (660),  and  labor  union  influence,  663.  — 
Progress  of  railroads  in  economical  operation,  666.  —  Further  iM!ogress 
possible  by  a  more  general  adoption  of  best  methods  of  best  railroads, 
660.  —  DLBFerenoe  between  Scientific  Management  as  a  i^ystem  and 
the  best  railroad  methods  not  one  in  kind  but  in  degree,  660. 

The  most  striking  feature  of  the  recent  public 
hearings  before  the  Interstate  Commerce  Commission, 
in  the  matter  of  proposed  increases  in  freight  rates, 
was  the  charge  of  raiht>ad  inefficiency.  Mr.  Brandeis's 
clever  turn  in  attacking  the  railroads  in  the  quarter 
where  attack  was  least  expected  called  sharp  attention 
to  the  subject  of  railroad  management.  The  public 
was  caught  instantly  by  the  dramatic  statement 
that  the  railroads  could  save  a  millian  dollars  a  day 
through  the  adoption  of  a  new  system  of  scientific 
management,  and  their  lively  interest  in  it  was  kept 
up  by  newspaper  and  magazine  discussion.  In  get- 
ting at  the  truth,  the  public  had  little  constructive 
assistance  from  the  railroads,  and  their  disdainful 
attitude  added  to  the  first  effect  of  the  charges.  The 
general  impression,  therefore,  was  that  the  railroads 
were  needlessly  deficient. 

It  is  advisable  to  examine  the  charge  of  inefficiency 
apart  from  the  rate  question,  which  is  now  settled.^ 

A  In  lit  dacMon  of  Fbbruftiy  22,  1911,  on  propoiod  mirtanom  of  ntM  by  oniflni 
In  ofllfllal  elaalfionftlon  tttrttoty,  tbe  CommlHton  Buy:  **  It  la  dliBeult  to  Me  eaotlr 
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It  is,  perhaps,  comprehensible  that  the  raih'oads, 
abeady  harried  by  public  attack  and  suspicion,  and 
now  reproached  unjustifiably,  as  they  think,  should 
be  indignant  at  being  presented  with  a  new  pill  to 
swallow.  Perhaps  they  may  be  pardoned  for  looking 
on  it  as  a  quack  remedy.  But  it  behooves  the  student 
of  railway  problems  to  examine  the  new  prescription 
carefully  and,  so  far  as  may  be,  impartially  to  inquire 
whether  the  railroads  have  some  justification  for 
distrust,  to  ascertain  if  the  extent  of  waste  is  as  great 
as  suggested,  to  indicate  some  of  the  limitations  on 
the  adoption  of  any  system  of  scientific  management, 
and  to  suggest  what  may  be  learned  with  profit  from 
its  advocates. 

It  is  necessary  at  the  outset  that  we  have  a  clear 
understanding  as  to  what  is  meant  by  scientific  manage- 
ment. To  obtain  it,  we  will  go  at  once  to  headquarters. 
Mr.  Frederick  W.  Taylor,  consulting  engineer,  Phila- 
delphia, is  acknowledged  as  the  dean  of  the  efficiency 
experts  and  the  originator  of  the  new  system.  Mr. 
Taylor  was  conspicuously  successful  in  his  manage- 
ment of  the  Midvale  Steel  Company,  where  he  was 
successively  laborer,  foreman,  superintendent,  and 
general  manager.  There  his  system  was  first  worked 
out.  In  addition,  he  has  also  made  an  international 
reputation  as  the  inventor  of  high-speed  steel  for 
metal-cutting  tools  and  drills,  an  achievement  in  itself 

what  appUoatlon  the  Commlflaioii  o«n  make  in  thla  case  of  this  testimony  [on  aotentlfio 
manacement].  The  witness  who  apparently  had  most  to  do  with  ortglnatinc  and 
applying  these  methods  testified  that  they  were  In  actual  operation  In  not  over  one 
tenth  of  one  per  cent  of  all  the  manuf aotuilng  establishments  ot  this  country.  The 
system  Is  everywhere  In  an  expeilmental  stage.  To  some  extent  It  has  been  tiled 
and  Is  now  being  tried  by  our  railways.  The  representatives  of  railway  labor  who 
appeared  before  us  stated  that  these  methods  could  not  and  should  not  be  Introduced 
Into  nUlway  work.  Upon  this  record,  we  can  hardly  find  that  these  methods  could 
be  Introduced  Into  railroad  operations  to  any  considerable  extent,  much  less  can  we 
determine  the  definite  amount  of  saving  which  could  be  made.  We  cannot  therefore 
find  that  these  defendants  could  make  good  any  part  of  these  actual  advances  In  wages 
by  the  Introduction  of  scientific  management.*' 
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sufficient  to  stamp  him  as  a  mian  of  remarkable  scien- 
tific attainments.  The  history  of  the  gradual  evolu- 
tion of  his  system  of  shop  management,  his  successful 
efforts  to  systemiatize  and  conserve  labor,  and  the 
experiments  in  evolving  high-speed  steel,  reads  like  a 
romance.^ 

The  fundamental  principles  of  Mr.  Taylor's  system 
are  definite,  and  are  set  forth  by  him  as  follows:  ^  — 

First.  Each  man  in  the  establishment,  high  or  low,  should 
daily  have  a  clearly  defined  task  laid  out  before  him.  This  task 
should  not  in  the  least  degree  be  vague  or  indefinite,  but  should 
be  circumscribed  carefuUy  and  completely,  and  should  not  be 
easy  to  accomplish. 

Second.  Each  man's  task  should  call  for  a  full  day's  work, 
and,  at  the  same  time,  the  workman  should  be  given  such  condi- 
tions and  such  appliances  as  will  enable  him  to  accomplish  his 
task  with  certainty. 

Third,  He  should  be  sure  of  large  pay  when  he  accomplishes 
his  task. 

Fourth,  When  he  fails  he  should  be  sure  that  sooner  or  later 
he  wiU  be  the  loser  by  it. 

When  an  establishment  has  reached  an  advanced  state  of  or- 
ganization, in  many  cases  a  fifth  element  should  be  added,  namely, 
the  task  should  be  made  so  difficult  that  it  can  only  be  accom- 
plbhed  by  a  first-class  man. 

Under  the  first  principle,  the  difference  between 
the  Taylor  plan  and  ordinary  practice  lies  in  the 
very  careful  study  (by  experts  with  stop  watches) 
of  each  element  in  each  task,  so  that  definite  informa- 
tion is  available  as  to  how  long  it  should  take.  In 
ordinary  practice,  the  fixing  of   piece-work  rates  is 

^  The  writer  Attended  Mr.  Taylor's  eeveral  lectures  before  ttudento  in  the  OnMlu- 
Ate  School  of  Baaineas  AdmlnistraUon,  Harvaid  University.  He  has  alao  aeen  the 
practieal  application  of  the  new  aystom  in  the  plant  of  the  Tabor  Kfanufaetuilng 
Company  of  Philadelphia,  where  Mr.  H.  K.  Hathaway,  vice  president  of  the  company, 
took  considerable  time  and  pains  to  ezpUUn  it  thoroly.  Scientific  management 
has  practloaUy  revolutionised  the  work  of  the  establishment.  Before  ite  introduction 
there  were  more  than  100  workmen  at  the  machines  and  less  than  6  men  in  the  office; 
now  there  are  70  workmen  in  the  shop  and  80  men  in  the  office  and  planning  depart- 
ment and  the  output  has  been  increased  over  300%. 

>  From  a  paper  read  by  Mr.  Taylor  before  the  American  Society  of  Mechanical 
Engineers,  June,  1903.    Mr.  Taylor  Is  a  former  president  of  the  society. 
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left  to  the  judgment  of  the  foreman  or  piece-work 
specialist,  and  the  rates  are  often  changed.  Under 
Mr.  Taylor's  plan  rates  are  inflexible  unless  conditions 
change. 

In  the  application  of  the  second  principle,  Mr. 
Taylor  goes  much  further  than  is  customary  in  stan- 
dardizing tools  and  machine  accessories,  and  syste- 
matizing the  storing  and  distributing  of  materials, 
sharpening  of  tools,  and  the  like.  Two  unique  features 
are  the  planning  department  and  functional  foreman- 
ship,  the  latter  calling  for  a  corps  of  specialists,  each 
with  a  single  function,  instead  of  the  military  type 
of  organization,  under  which  the  foreman  is  respon- 
sible for  the  work  and  discipline  of  all  the  men  under 
him  and  all  the  machines  which  they  use.  The  plan- 
ning department  is  designed  to  take  out  of  the  hands 
of  foreman  and  men  all  the  planning  of  work  and 
how  it  is  to  be  done.  The  workman  is  merely  to  act 
upon  written  instructions.  To  make  sure  that  the 
work  is  properly  performed,  the  supervision  formerly 
divided  between  the  superintendent  and  foremen 
is  assigned  to  a  number  of  persons:  (1)  the  gang 
boss,  who  has  charge  of  the  preparation  of  all  work 
up  to  the  time  it  is  set  in  the  machine;  (2)  the  speed 
boss,  who  sees  that  proper  cutting  tools  are  provided 
and  machines  properly  operated;  (3)  the  inspector, 
who  is  responsible  for  the  quality  of  the  work;  (4) 
the  repair  boss,  who  sees  that  the  workmen  keep  their 
machines  clean  and  properly  oiled;  (5)  the  route 
clerk,  who  lays  out  the  exact  route  by  which  each 
piece  of  work  must  travel  from  machine  to  machine; 
(6)  the  instruction  card  man,  who  has  charge  of  making 
up  written  instructions  for  each  job;  (7)  the  time 
and  cost  clerk,  who  prepares  accurate  cost  data;  and 
(8)  the  shop  disciplinarian,  who  handles  all  matters  of 
discipline  and  adjustment  of  disputes. 


SCIENTIFIC  MANAGEMENT  OF  RAILROADS      643 

The  forgoing  briefly  describes  what  is  meant  by 
scientific  management  in  shops.  As  a  system,  its 
details  have  been  well  developed  and  it  is  in  successful 
operation  in  a  number  of  important  manufacturing 
establishments.  For  branches  of  railroad  work  outside 
the  shops,  however,  no  definite  plan  has  been  worked 
out,  nor  have  any  experiments  been  made  to  determine 
whether  the  principles  or  details  of  shop  scientific 
management  are  superior  to  the  best  practice  of  well- 
managed  roads  in  activities  outside  of  the  shops. 

Mr.  Brandeis,  in  his  brief  in  the  rate  controversy, 
is  not  so  definite.  He  describes  scientific  manage- 
ment as  involving  a  careful  analysis  of  each  unit, 
and  a  comparison  of  each  of  the  smallest  steps  in  the 
process  with  an  ideal  of  perfect  conditions.  The 
system  means,  he  says,  that  before  anything  is  done, 
it  must  be  determined  what  shall  be  done,  how  it  shall 
be  done,  and  what  it  shall  cost.  Planning  in  advance, 
he  explains,  is  the  essence  of  the  new  system.  It 
afifords  a  stimulus  to  workmen  in  the  form  of  a 
higher  rate  for  greater  output.  It  shifts  the  burdens 
of  management  from  employee  to  the  management, 
where  they  belong.  It  demands  universal  prepared- 
ness, full  and  complete  records,  and  the  ascertain- 
ment and  application  of  the  best  attainable  methods, 
practices,  tools,  and  machines;  and  it  means  further 
that  all  tools,  machines,  and  appliances  shall  be  prop- 
erly standardized  and  in  perfect  condition. 

This  siunmation  is  admirable  so  far  as  it  goes,  but 
it  is  incomplete.  The  features  which  fail  to  get  men- 
tion are  very  important  and  probably  are  those  upon 
which  Mr.  Taylor  would  place  strong  emphasis. 
Nothing  is  said  about  the  long  time  required  for 
patient  and  careful  study  in  the  introduction  of  the 
Taylor  system,  nor  its  delicacy  of  adjustment,  call- 
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iiig  for  thoro  and  painstaking  effort.  There  is  no 
reference  to  the  difficulty  of  finding  exceptionally 
skilled  experts  to  q)ecialize  in  the  new  field  of  trans- 
portation. The  number  of  such  experts  is  exceedingly 
small.  These  omissions  in  setting  forth  the  scope 
and  plan  of  scientific  management  are  of  serious 
consequence,  since  the  public  is  only  too  ready  to 
believe  in  new  treatments,  and  as  a  result  a  swarm 
of  unqualified  or  imperfectly  qualified  "  physicians '' 
is  abeady  appearing.  The  raUroads  are  continually 
importuned  to  adopt  schemes  or  devices  which  their 
originators  believe  will  bring  large  returns,  but  which 
are  obviously  impractical  or  are  likely  to  be  vitiated 
in  experience  by  some  fatal  defect.  After  many 
experiments  of  this  kind,  the  raihoads  are  naturally 
wary  or  skeptical.  It  is  of  the  greatest  importance, 
both  for  the  raihoads  and  the  system  of  scientific  man- 
agement, that  a  clear  distinction  be  made  between 
the  genuine  thing  and  the  poor  copy.  Amidst  diversity 
and  disagreement  of  doctors,  railroad  men,  with  large 
responsibilities,  may  well  hesitate  and  insist  upon 
proof  before  accepting  the  new  doctrine. 

To  what  sources  may  they  turn  for  this  proof? 
Unfortunately,  a  convincing  demonstration,  either 
affirmatively  or  negatively,  is  yet  to  be  made  in  rail- 
road operation.  Only  in  textile  mills,  printing  and 
binding  concerns,  and  other  manufacturing  establish- 
ments, is  there  ample  proof  that  scientific  manage- 
ment is  both  practicable  and  profitable,  that  it  has 
increased  output  and  at  the  same  time  decreased  cost. 
The  testimony  before  the  Interstate  Commerce  Com- 
mission is  replete  with  concrete  illustrations  of  sub- 
stantially increased  net  returns,  notably  in  the  cases 
of  the  Yale  &  Towne  Company,  The  link  Belt 
Company,  Tabor  Manufacturing  Company,  Brighton 
Mills,  and  Plimpton  Press. 
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The  only  instance  of  the  application  of  something 
similar  to  the  Taylor  system  in  railroad  operation 
is  the  experiment  made  on  the  Atchison,  Topeka  & 
Santa  Fe  Railway  in  1904-07  by  Mr.  Harrington 
Emerson,  president  of  the  Emerson  Company  of 
New  York,  who  are  standard  practice  and  eflSciency 
engineers.  Mr.  Emerson  is  the  author  of  the  inspiring 
book,  Efficiency f  and  an  earnest  advocate  of  advanced 
methods  of  securing  efficiency.  He  has  had  a  wide 
experience  in  installing  his  system  in  industrial  estab- 
lishments and  has  devoted  much  time  to  developing 
a  plan  particularly  adapted  to  railroad  shops.  The 
results,  as  described  in  articles  by  the  editor  of  the 
Engineering  Magazine  and  by  Mr.  Emerson  himself  in 
several  articles  and  lectures,  indicate  on  their  face 
that  the  workings  of  the  new  system  were  remarkably 
successful.  In  selected  items  of  expense  and  unusual 
units  of  cost,  large  savings  are  shown.  In  one  minor 
item,  the  maintenance  of  belts,  astonishing  results 
were  achieved  by  more  scientific  treatment  from  work- 
man to  purchasing  agent. 

It  will  be  remembered  that  Mr.  Emerson  was  the 
authority  for  the  statement  that  the  railroads,  by 
the  adoption  of  scientific  management,  could  save  a 
miUion  dollars  a  day.  While  it  is  not  clear  from  his 
testimony  before  the  commission,  Mr.  Emerson  has 
stated  elsewhere  how  he  arrived  at  his  estimate  of  a 
million  a  day.^  He  took  the  last  statistical  report 
of  the  Interstate  Commerce  Commission  and  applied 
to  each  grade  or  class  of  employee  and  cost  of 
materials  the  percentage  of  efficiency  obtaining  in 
railroad  operation  at  this  time,  according  to  his  obser- 
vation  and   judgment.    Thus   he   ascertained   what 

>  The  wiHer  had  the  pleMure  of  dlaooHliic  this  mibjeot  penonaUy  with  Mr.  Emer* 
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it  would  have  cost  to  run  all  the  railroads  at  100% 
efficiency.  He  believes,  for  instance,  that  shops  are 
but  60%  efficient;  section  forces,  less  than  50%; 
stationmen,  60%  to  80%.  Applying  the  same  process 
and  reasoning  to  the  cost  of  materials,  he  estimates, 
for  example,  that  fuel  consumption  is  but  50%  efficient. 
It  requires  an  average  saving  of  approximately  23% 
in  aU  items  of  expense  to  reach  a  million  per  day. 
If  the  saving  applied  only  to  the  accounts  specifically 
referred  to,  namely,  section  forces,  shops,  fuel,  and 
freight  stations,  it  would  be  necessary  to  reduce 
each  of  these  by  50%.  In  eiliier  case,  the  operating 
ratio  must  be  cut  down  from  66%  to  51%.  The 
result  would  be  also  that  310,000  workmen  out  of  a 
total   of    1,500,000   would    be   dispensed   with. 

Since  this  one  example  of  efficiency  methods  is  held 
up  to  the  railroads  for  emulation,  it  is  advisable  to 
call  attention  to  certain  conditions,  not  emphasized 
in  the  descriptions  of  accomplishments;  not  with 
any  thought  of  minimizing  the  good  that  was  ac- 
complished while  Mr.  Emerson  was  with  the  Santa 
Fe,  but  to  explain  why  the  results  of  the  experiment 
are  not  convincing. 

In  the  first  place,  the  new  system  was  introduced  in 
the  Santa  Fe  shops  just  after  the  collapse  of  a  lengthy 
strike  of  machinists.  Shop  forces  were  demoralized  and 
maintenance  costs  abnormally  high,  because  of  the  in- 
evitable employment  of  incompetent  men  to  take  the 
place  of  the  strikers.  A  retmn  to  normal  conditions, 
under  any  system,  would  have  shown  a  marked  im- 
provement when  results  were  compared  with  the 
former  abnormal  period. 

In  the  second  place,  the  introduction  of  high-speed 
steel  for  tools  for  cutting  and  drilling  was  coincident 
with  the  installation  of  Mr.  Emerson's  system,  altho 
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not  one  of  its  distinct  or  unique  features.  High- 
speed steel  was  in  general  use  before  that  time  in  other 
raihx)ad  shops;  in  fact,  railroads  were  among  the  first 
extensive  users  of  Mr.  Taylor's  invention.  It  is 
certain  that  the  Santa  Fe  would  have  adopted  the 
new  tool  steel,  as  other  roads  had  already  done,  even 
had  Mr.  Emerson's  system  not  been  adopted.  Mr. 
Taylor's  new  steel  revolutionized  the  art  of  cutting 
metals  and  very  much  reduced  shop  costs.  A  large 
part  of  the  Santa  Fe  saving,  therefore,  was  due  as 
much  to  high-speed  steel  as  to  the  new  system  of 
management. 

In  the  third  place,  Mr.  Emerson's  usual  method 
of  expressing  the  expense  of  locomotive  maintenance 
is  in  cost  per ''  road  unit."  This  is  an  unusual  and  mis- 
leading average  because  it  includes  the  weight  of  the 
locomotive  as  a  factor  and  assiunes  that  the  repair 
cost  varies  directly  with  the  weight.  It  assumes 
that  an  engine  weighing  one  hundred  tons  will  cost 
twice  as  much  to  repair  as  one  weighing  fifty  tons. 
This  assumption  is  not  entirely  incorrect;  it  is  true 
that  a  heavy  engine  costs  somewhat  more  to  maintain 
than  a  light  one.  But  the  cost  of  repairs  does  not  vary 
directly  with  weight.  In  this  case,  Mr.  Emerson's 
unit  gave  a  favorable  showing  to  the  new  system, 
because  of  the  purchase  of  a  large  niunber  of  new  and 
heavy  locomotives  during  the  first  two  years  under 
his  r(6gime.  Naturally,  the  new  engines  did  not  call 
for  the  same  measure  of  repair  work  as  the  older  ones, 
which  had  kept  up  the  cost  in  the  previous  period 
with  which  the  comparison  was  made. 

The  unsatisfactory  character  of  the  ordinary  ac- 
coimting  unit,  ''  cost  of  repairs  per  locomotive  mile," 
is  recognized.  Yet,  with  a  knowledge  of  conditions, 
it  is  a  better  index  than  the  Emerson  unit,  which 
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assumes  that  cost  varies  directly  with  weight.  The 
most  reliable  indication  of  cost  of  maintenance  is 
afforded  after  all  by  the  "  per  mile  "  and  "  per  year  " 
figures  in  the  annual  reports.  In  the  figures  tabu- 
lated below,  comparison  is  made  between  the  Santa 
Fe  and  the  Union  Pacific,  running  through  similar 
territory  to  the  north,  and  also  the  Southern  Pacific, 
running  through  similar  territory  to  the  south.  It  will 
be  noted  that  the  Santa  Fe  costs  have  been  steadily 
higher  since  1903  than  those  of  either  of  the  Harriman 
lines.  Takiag  the  average  of  the  seven-year  period 
following  the  introduction  of  the  new  system  on  the 
Santa  Fe  (1904r-10),  its  "  per  mile  "  costs  are  20% 
higher  than  the  Union  Pacific  and  14%  higher  than  the 
Southern  Pacific. 


Cost  of  Locomotive  Rbpaibs  and  Renewals 


fNrmtb 

p^loeawM^ 

Ymt 

Union 

Southern 

Union 

Southern 

SanUFe 

PMlfio 

Paelfio 

Santa  Fe 

PMlfio 

Padfio 

1903 

9.97c. 

10.39c. 

8.62c. 

$3,042 

$3,590 

$3,289 

1904 

13.42 

11.23 

10.33 

3,772 

3,565 

3,588 

1905 

14.87 

11.56 

11.23 

4,165 

3,791 

3,473 

1906 

11.08 

8.61 

11.26 

3,101 

3,068 

3,531 

1907 

10.50 

8.66 

10.48 

3,037 

2,933 

3,563 

1908 

13.74 

10.70 

10.79 

3,714 

3,108 

3,234 

1909 

11.95 

11.50 

11.85 

3,133 

3,149 

3,182 

1910 

12.87 

11.72 

11.63 

3,832 

3,656 

3,551 

In  his  testimony  before  the  Interstate  Commerce 
Commission  Mr.  Emerson  referred  to  the  time  taken 
to  give  a  locomotive  shop  repairs.  By  his  system 
the  time  was  reduced  from  sixty  to  thirty  dajrs.  To 
the  uninformed  public  this  would  seem  a  gratifying 
accomplishment.  But  even  thirty  days  is  too  long. 
Many  of  the  railroads  do  better.    On  the  Chicago 
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&  North  Western,  for  instance,  the  average  is  fifteen 
days.  In  this  case  again  the  improvement  is  relative 
only.  The  final  results  are  no  better  than  the  aver- 
age of  other  roads,  nor  as  good  as  those  of  roads  which 
are  very  well  managed. 

Since  the  Santa  Fe  experiment  lacks  convincing 
proof,  the  railroad  manager  must  turn  to  the  records 
of  the  manufacturing  establishments  where  scientific 
management  is  known  to  be  eminently  successful. 
The  impulse  of  the  railroad  man,  as  well  as  of  the 
manufacturer,  is  to  acknowledge  the  benefits  of  the 
system  elsewhere,  but  to  doubt  that  it  can  be  success- 
fully applied  to  the  complex  details  and  difficulties 
of  his  business  with  which  the  efficiency  experts  cannot 
be  intimately  acquainted.  His  first  answer  usually 
is,  "  This  may  work  elsewhere,  but  not  in  my  plant." 
But  open-minded  railroad  men,  while  admitting  that 
they  may  be  giving  a  stereot}rped  objection,  and 
that  in  the  course  of  years  some  roads  may  find  fea- 
tures of  value  in  the  system  of  management  thus 
rudely  brought  to  their  attention,  may  nevertheless 
ui^e  with  good  reason  that  especial  difficulties  stand 
in  the  way.  The  success  of  scientific  management 
in  commercial  undertakings  does  not  in  itself  prove 
that  the  new  system  would  be  equally  effective 
in  railroad  work.  The  essential  differences  between 
railroads  and  manufacturing  establishments  must  be 
borne  in  mind.  These  differences  may  be  summarized 
under  four  headings:  (1)  area  and  extent  of  activity; 
(2)  nature  of  product  or  output;  (3)  relations  with 
the  public  and  the  government;  (4)  relations  with 
labor  unions. 

(1)  The  differences  in  area  and  extent  of  activity 
are  obvious:  the  manufacturing  establishment  with 
its  concentrated  forces  and  intensive  activity;    the 
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railroad  with  its  long  lines  of  communication,  scat- 
tered units  of  organization,  and  extensive  range  of 
action.  Railroad  forces,  spread  out  thinly  over  the 
line,  necessarily  work  under  scant  supervision.  Sec- 
tion forces,  stationmen,  signal  and  repair  men,  car 
inspectors  and  oilers,  work-train  and  way-freight 
crews,  and  many  other  employees  located  in  small 
groups  at  intervals  of  two  or  three  miles,  must  be 
left  largely  to  themselves,  and  their  work  checked 
chiefly  by  inspection.  It  is  obviously  impracticable 
to  afford  the  constant  supervision  which  is  such  a 
vital  part  of  the  new  system.  In  a  manufacturing 
plant  thousands  of  men  may  work  in  one  group  of 
buildings,  subject  to  the  supervision  not  only  of  gang 
bosses  and  foremen,  but  also  of  all  officers  and  owners 
of  the  establishment.  In  contrast,  compare  the  one 
item  of  section  forces.  Gangs  of  six  to  ten  men  are 
scattered  over  every  section  of  three  to  ten  miles, 
the  average  being  one  man  per  track  mile.  This 
attenuated  line  of  two  or  three  thousand  laborers  on 
a  double-track  road,  say,  from  Boston  to  Chicago, 
a  distance  of  more  than  a  thousand  miles,  could  be 
concentrated  on  one  acre  in  a  textile  mill. 

(2)  With  respect  to  the  nature  of  product  or  out- 
put, there  are  also  distinct  diff^^nces  between  an 
industrial  establishment  (such  as  the  Tabor  Manu- 
facturing Company),  with  a  uniform  output,  and  a 
raiboad  repair  shop,  where  there  is  little  uniformity 
in  the  work.  The  cost  of  the  work  in  a  railroad  shop 
is  a  small  part  of  total  operating  expenses.^  Shop 
and  repair  work  is  incidental  to  the  main  function  of 
producing  transportation.  The  value  or  efficiency 
of^railroad  shop  work  depends  upon  how  well  it  assists 

*  The  ooft  of  malntelnlng  IooooboIItw  and  cm  ATeracM  aboat  18%  of  operattBg 
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in  the  safe  and  expeditious  movement  of  passengers 
and  freight.  It  cannot  be  systematized  to  the  same 
degree  as  in  manufacturing  shops,  where  the  character 
of  the  work  varies  but  slightly.  Oftentimes,  too, 
it  is  much  more  important  that  railroad  repair  work 
be  done  quickly  than  at  the  lowest  possible  cost. 
This  feature  appUes  particularly  to  repairs  made  at 
the  engine  houses  and  outljdng  car  inspection  points. 

In  railroad  shops  which  carry  on  the  manufacture 
(as  well  as  the  repair)  of  locomotives  and  cars,  it  would 
be  practicable  to  adopt  a  large  part  of  Mr.  Taylor's 
system.  But  such  shops  are  relatively  few  in  number. 
The  great  majority  of  the  railroads  find  it  cheaper 
to  purchase  their  rolling  stock,  because  the  best  use 
of  the  railroad  shops  and  the  mechanical  depart- 
ment organization  is  to  maintain,  not  to  manufacture. 
It  has  been  found  that  they  cannot  compete  on  even 
terms  with  an  industrial  concern  which  specializes 
in  manufacture. 

(3)  Quite  apparent,  also,  are  the  dissimilarities 
between  railroads  and  private  concerns  in  their  rela- 
tions to  the  public  and  governmental  regulating 
bodies.  A  railroad  is  a  public  service  corporation. 
The  public  rightfully  demands  that  adequacy  of  service 
shall  outrank  the  payment  of  dividends.  A  manu- 
facturing establishment  exists  solely  for  profits.  If 
it  ceases  to  be  profitable,  it  may  close  its  doors  or 
change  the  nature  of  its  business.  The  operation 
of  an  unprofitable  road  must  continue.  It  has  two 
functions,  public  service  and  profit  making;  it  may 
not  n^ect  service  to  favor  profits.  Necessarily, 
therefore,  methods  are  employed  in  the  interest  of 
public  service  even  tho  they  involve  economic  loss, 
and  would  not  be  resorted  to  if  railroads  were  operated 
as  private  industries. 
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For  example,  paralleUing  lines,  trolley  competition, 
or  other  changed  conditions  may  make  certain  divi- 
sions, branches,  or  trains  unprofitable;  yet  satisfactory 
service  must  be  continued,  with  little  thought  of 
returns.  The  losses  from  such  divisions,  branches, 
or  trains  are  perforce  absorbed  in  the  earnings  of  the 
trains  which  are  better  patronized.  Again,  the  demand 
for  prompt  and  regular  movement  of  freight  often 
results  in  cars  being  moved  with  a  light  load.  If 
they  were  held  for  a  full  load,  the  r^ularity  of  the 
service  would  suffer.  As  a  result  only  one  third  of 
the  capacity  of  freight  cars  is  utilized.^  In  other 
ways  economies  in  railroad  operation  could  be  brought 
about  at  the  expense  of  the  service;  but  these  are 
desired  neither  by  the  railroads  nor  the  shippers. 

The  effect  of  governmental  regulation  is  much  more 
apparent  in  raiboad  operation  than  in  private  indus- 
tries, and,  while  both  proper  and  desirable,  it  adds 
to  the  cost  of  operation.  Mr.  Howard  Elliott,  presi- 
dent of  the  Northern  Pacific  Railway,  recently^  stated 
that  the  cost  to  the  railroads  of  the  United  States 
for  board  and  commission  control  amounts  to  $85 
per  mile  of  road  per  annum,  an  aggregate  of  $20,000,000. 
This  regulation  affects  nearly  every  detail  of  opera- 
tion. Tho  justified  by  public  policy,  and  apparently 
necessary  to  keep  all  the  railroads  up  to  a  standard 
which  the  well  managed  might  adopt  without  govern- 
mental requirement,  it  has  an  important  bearing  on 
any  comparison  which  may  be  made  between  rail- 
roads and  manufacturing  establishments  not  so  cir- 
cumscribed. 

For  the  safety  of  trains,  again,  every  precaution 
must  be  taken  to  avoid  accident.     Methods  which 

•  The  Avence  ot^moity  of  f rel<ht  ean  In  the  United  Statee  Is  30  tons.  The  Aver> 
age  ton  miles  per  loaded  ear  mile  is  19.8. 

*  Address  before  the  Minnesota  Federation  of  Commerolal  dabs,  January  26, 1911. 
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might  reduce  costs  but  which  would  also  add  to 
the  element  of  risk  are  necessarily  barred.  For 
that  reason  certain  classes  of  work  are  performed 
under  day  rates  rather  than  by  piece  work.  It  is 
more  important  to  have  the  task  well  done  than  to 
make  a  slight  saving  in  cost.  One  accident  as  the 
result  of  such  apparent  economy  would  offset  the 
savings  of  a  long  time. 

(4)  Perhaps  the  greatest  barrier  to  the  introduction 
of  any  system  designed  to  accomplish  savings  which 
will  diminish  the  number  of  employees  is  the  labor 
organization.  Practically  every  branch  of  the  rail- 
road service  is  strongly  organized  and  militant.  The 
manufacturer  has  his  labor  problem  also;  but  he  can 
close  down  his  plant  or  lock  out  his  men  if  he  sees 
fit.  \^th  railroads^  resistance  to  demands  considered 
by  them  as  unreasonable  must  not  be  allowed  unduly 
to  affect  service.  Trains  must  be  kept  moving  at  any 
cost,  and  if  men  cannot  be  had  to  take  the  place  of 
striking  employees,  or  if,  before  a  strike  is  declared,  it 
is  plain  that  resistance  is  useless,^  the  company  must 
make  the  best  terms  it  can,  and  maintain  peace. 

Any  system  or  contrivance  which  has  for  its  object 
the  creation  of  competition  among  workmen,  or  which 
will  cause  them  to  exert  themselves,  is  repugnant  in 
principle  to  labor  leaders.  Its  direct  result,  as  they 
see  it,  is  to  "  speed  up,"  and  to  lessen  the  niunber  of 
workmen.  Their  attitude  is  indicated  by  the  strong 
opposition  of  the  Brotherhood  of  Locomotive  Engi- 
neers to  the  introduction  of  the  Mallet  compound 
locomotive.  This  type  of  machine  is  capable  of 
handling  very  much  heavier  trains,  but  calls  for  no 
more  effort  and  very  little  additional  skill  on  the  part 
of  the  engineman.    The  organization  held  out  strongly 

>  This  was  the  ■ttoation  a  yw  aao  on  (he  Baltimore  A  Ohio,  Leokaweima,  end 
New  York  Central  roada^ 


664  QUARTERLY  JOURNAL  OF  ECONOMICS 

for  double  pay,  on  the  thoery  that  the  Mallet  engine 
does  twice  the  work  of  an  ordinary  engine  and,  if 
ordinary  engines  were  used  instead,  double  the  numb^ 
of  enginemen  would  be  necessary.  The  issue  came 
near  precipitating  a  strike  on  all  the  western  lines 
last  fall,  but  was  finally  settled  by  mediation  under 
the  Erdman  Act,  the  enginemen  receiving  a  bonus 
of  II  per  day  over  the  highest  existing  rate,  instead 
of  double  pay  as  demanded.  This  settlement,  how- 
ever, will  hardly  be  permanent.  Opposition  will 
probably  continue  and  the  question  will  undoubtedly 
cause  friction  in  future  negotiations  between  the 
railroads  and  their  enginemen. 

Of  similar  significance  are  the  organized  efforts  of 
conductors  and  trainmen  to  prohibit  double-heading. 
By  this  is  meant  the  practice  of  running  two  engines 
on  a  freight  train  so  as  to  increase  its  length.  The 
resulting  decrease  in  the  number  of  trains  and  the 
consequent  smaller  number  of  train  crews  are  opposed 
by  the  men. 

The  year  1910  saw  the  successful  culmination  of  an 
ambitious  plan  to  ''  standardize  "  the  wages  of  con- 
ductors, trainmen,  and  yardmen  in  the  eastern  states, 
that  is,  to  set  a  uniform  rate  per  day,  per  hour,  or  per 
mile  for  each  class  of  service,  regardless  of  local  con- 
ditions.^ The  road  with  the  highest  wage  scale 
(the  Baltimore  &  Ohio)  was  selected  as  the  battle 
ground,  and  the  entire  forces  of  the  train-service 
brotherhoods  focussed  upon  it  in  a  demand  for  new 
and  unreasonably  high  rates.  To  prevent  a  strike, 
the  railroad  invoked  the  aid  of  the  Board  of  Mediation 
(under  the  Erdman  Act),  and  the  award,  while  not 
granting  the  rates  demanded,  carried  with  it  substan- 
tial increases  over  rates  abeady  considerably  higher 


>  Sm  a  impflr  bjr  ihiB  preMnt  wiltor  on  "  SteadMrdMac  the  Wa«M  of  BaMrowi 
Trainmen,"  Quarteily  Journal  of  Eoonomloe,  November,  1010. 
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than  those  of  other  roads  in  the  East  with  distinctly 
di£ferent  operating  characteristics.  The  new  basis 
was  then  in  turn  forced  upon  practically  every  road 
in  eastern  territory.  The  increases  in  New  England 
averaged  between  20%  and  30%  and  in  some  cases 
exceeded  50%.  At  the  same  time  long-standing 
differentials  between  different  grades  of  employees 
were  seriously  disturbed.  Throughout,  the  new  wage 
basis  and  working  rules  (prescribed  partly  by  govern* 
mental  mediation)  are  far  from  scientific  or  equitable. 

At  this  writing  (April,  1911)  the  boiler  makers 
of  the  New  York  Central  lines  have  been  on  strike 
for  ten  weeks  because  of  the  introduction  of  piece- 
work rates  at  CoUinwood,  Ohio,  on  the  Lake  Shore 
Railway.  Undoubtedly,  former  abuses  of  the  piece- 
work basis  have  much  to  do  with  the  determined 
opposition  to  its  introduction  in  this  case.  Yet  the 
same  opposition  would  probably  have  occurred  if  it 
had  been  the  Emerson  bonus  plan  used  on  the  Santa 
Fe.  In  fact,  the  head  of  the  strongest  organization 
in  railroad  service  is  reported  as  having  said  that  the 
bonus  system  and  his  organization  could  not  exist 
together  on  any  railroad.^ 

These  difficulties,  serious  as  they  are,  may  be  met 
by  experts.  But  the  railroad  man  sees  no  definite 
plan  for  the  application  of  the  new  '' principles''; 
and  he  has  a  fondness  for  the  concrete.  After  study- 
ing scientific  management  as  applied  to  shops  he  realizes 
that  when  similar  efforts  are  made  to  extend  it  to 
the  whole  line  of  railroad  operation,  long  and  expert 
study  wiU  be  needed,  and  new  and  unsuspected  modi- 
fications of  the  system  must  be  made  to  meet  the 
exacting  conditions  of  railroading. 

>  Wtfren  8.  StoiM  before  the  Natlooal  Ctrto  Fedentkm,  Jawitfy  12, 1911. 
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The  technical  record  of  raihx)ads  in  the  United 
States  is  creditable.  They  have  had  to  meet  excep- 
tional difficulties.  In  their  effort  to  keep  pace  with 
the  commercial  development  of  the  country,  a  policy 
of  expediency  has  in  many  cases  justified  standards 
of  construction,  maintenance,  and  operation  which 
would  have  been  considered  faulty  in  an  older  country, 
like  England,  whose  railroads  came  after,  not  before, 
her  industrial  growth  and  dense  population.  But 
in  the  past  two  or  three  decades  many  deficiencies 
have  been  corrected  and  the  work  of  eliminating 
other  imperfections  is  progressing. 

In  the  interest  of  a  clearer  imderstanding  of  the 
situation  by  the  public,  it  would  have  been  worth 
while  for  the  railroads  to  offer  more  of  constructive 
evidence  to  show  that  altho  scientific  management, 
as  a  system,  has  not  been  adopted  by  them,  yet  the 
principles  of  sound  business  management  have  free 
play  in  a  large  number  of  shops  and  other  railroad 
operating  activities.  So  far  from  being  ignorant 
as  to  costs,  many  roads  have  statistical  departments 
which  compile  and  disseminate  information  upon 
every  detail  of  operation,  so  that  each  unit  of  efficiency 
may  be  compared  with  other  units,  or  with  the  same 
unit  of  another  division,  another  railroad,  or  another 
period.  Instead  of  being  out  of  date  in  shop  equip- 
ment, or  behind  the  time  in  shop  practice,  they  are, 
on  the  average,  in  advance  of  manufacturing  estab- 
lishments. They  might  have  shown  further  that 
railroads,  while  far  from  perfect,  are  constantly  im- 
proving in  efficiency;  that  railroad  officers,  both^of 
the  so-called  ''  practical ''  school  and  those  who  are 
^^jaduates  of  colleges  and  technical  schools,  are  earnest 
in  their  effort  and  have  ample  incentive  to  operate 
economically.    Railroads  believe  in  and  practise  the 
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free  and  frequent  exchange  of  ideas  by  associations 
and  clubs  which  include  every  branch  of  the  service. 
In  fact,  they  are  unique  in  having  so  few  secrets  con- 
cerning operating  methods,  and  in  their  willingness 
to  tell  of,  hear  about,  and  profit  by  their  mutal  ex- 
periences. 

As  an  illustration  of  the  work  of  one  association, 
witness  the  monthly  reports  of  the  Car  Efiiciency 
Committee  of  the  American  Railway  Association. 
The  statistical  exhibit,  showing  every  detail  of  opera- 
tion and  revenue  connected  with  freight  movement 
on  every  railroad  in  the  country,  is  a  convincing 
example  of  the  scientific  thoroness  with  which  such 
information  is  compiled  and  distributed  for  mutual 
benefit.  Every  department  has  its  association  doing 
sunilarly  scientific  work.  As  other  instances,  take 
the  Railway  Engineering  Association  and  its  careful 
studies  and  experiments  in  perfecting  rail  design  and 
cross-tie  preservation;  the  Master  Car  Builders'  Asso- 
ciation and  its  exhaustive  tests  of  air-brake  apparatus; 
the  Master  Mechanics'  Association  and  its  pains- 
taking efforts  to  evolve  a  perfect  super-heater  and 
mechanical  stoker;  and  the  Railway  Signal  Associa- 
tion and  its  thoro-going  work  of  standardizing  the  art 
of  signaling. 

There  may  be  groimd  for  the  impression  that  rail- 
roads are  in  a  class  by  themselves  in  an  attitude  of 
self-sufiiciency,  that  is,  a  belief  that  they  can  learn 
little  from  the  experience  or  ideas  of  those  outside 
the  railroad  circle.  Yet  that  this  is  not  altogether 
true,  and  that  the  raiboads  not  only  welcome  but 
seek  assistance  from  outside  experts,  is  shown  by  the 
establishment  of  the  Bureau  of  Explosives.  This 
bureau  was  organized  under  the  auspices  of  the  Ameri- 
can Railway  Association  about  five  years  ago  by 
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Colonel  Dunn  of  the  ordnance  department  of  the 
United  States  army,  working  closely  in  conjimction 
with  the  late  Dr.  Dudley  (then  chief  chemist  of  the 
Pennsylvania  Railroad)  and  a  committee  of  other 
railroad  officers  from  different  sections  of  the  coun- 
try. The  American  Railway  Association  realized 
that  they  did  not  have  a  man  within  their  ranks  with 
the  same  wide  knowledge  of  the  characteristics  of 
explosives  and  the  best  manner  of  handling  them, 
and  were  glad  to  secure  Colonel  Dunn's  valuable 
services.  He  has  accomplished  much  in  organizing 
a  system  and  formulating  rules  of  inspection  which 
have  reduced  to  a  very  lai^e  extent  the  accidents 
formerly  frequent  in  the  transportation  of  this  dan- 
gerous class  of  freight. 

In  the  conmiittee  work  of  the  Railway  Engineering 
Association,  Master  Car  Builders,  Master  Mechanics, 
Signal  Engineers,  and  other  railroad  technical  associa- 
tions, the  cooperation  and  active  assistance  of  outside 
experts  is  sought.  There  are  eleven  university  pro- 
fessors on  the  various  committees  of  the  Railway 
Engineering  Association.  In  the  active  work  of  the 
raiboad  mechanical  associations  there  are  as  many 
more,  notably  Dean  Goss  of  the  University  of  Illinois, 
Professor  Hibbard  of  the  University  of  Missouri,  and 
Professor  Benjamin  of  Purdue  University. 

The  railroad  man,  knowing  how  keen  is  the  anxiety 
of  his  profession  for  improvement  and  vigilance,  has 
been  and  is  proud  of  the  achievements  of  American 
railroads.  He  believes  that  railroad  efficiency  is 
higher  than  the  average  in  manufacturing  establish- 
ments, and  can  hold  its  own  with  any  line  of  enter- 
prise in  the  United  States.  He  thinks,  too,  that  in 
the  recent  rate  hearings  the  railroads  should  have 
been  measured  not  with  the  exceptional  industrial 
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establishment,  but  with  the  average.  He  recognizes, 
none  better  than  he,  the  existing  deficiencies  in  rail- 
road management;  but  that  they  are  greater  or  more 
flagrant  than  those  in  other  large  imdertakings  he  will 
not  admit.  The  extended  area  of  railroad  activity 
and  the  problem  of  adequate  supervision  make  it 
difficult  to  secure  high  efficiency  and  use  of  materials. 
The  tendency  of  labor  union  policy  is  increasingly 
to  trammel  the  manager.  He  is  also  hampered  by  the 
difficulty  of  securing  competent  men  in  supervisory 
positions.  Expert  knowledge  is  not  required  to  point 
out  losses  and  inefficiencies.  They  are  apparent. 
But  criticism  should  be  accompanied  by  practical 
remedial  suggestions. 

The  history  of  American  railways  shows  that  their 
progress  has  been  steady  and  substantial.  A  com- 
parison of  any  two  periods  ten  years  apart  will  reveal 
impressive  increases  in  efficiency.  The  net  train  load, 
for  example,  has  increased  nearly  fifty  per  cent  in  the 
last  ten  years.  Such  advances  in  nearly  every  case  have 
been  the  result  of  development  and  improvement  of 
existmg  methods  and  faciUties.  The  new  and  improved 
have  been  the  adaptation  of  the  old.  And  judging 
by  this  steady  improvement  in  the  past,  it  may  be 
expected  to  continue  in  the  future. 

The  solution  of  the  problem  of  how  to  effect  further 
economies  and  yet  maintain  good  service  seems  to  lie 
in  a  more  rigid  application  of  the  railroad's  own  kind 
of  scientific  management  and  a  continuation  and 
enlargement  of  the  best  practices  of  the  best  railroads, 
so  that  the  operating  results  of  the  least  economical 
may  approach  those  whose  efficiency  is  marked,  and 
these  in  turn  set  new  and  higher  standards.  A  new 
system  is  not  needed  so  mvch  as  a  more  determined^  and  a 
more  general  application  of  the  sound  and  btisiness4ike 
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methods  which  have  already  been  found  effective  in 
railroad  work. 

After  all,  there  is  little  essential  difference  between 
the  aims  and  accomplishments  of  scientific  manage- 
ment as  advocated  by  the  new  experts  and  scientific 
management  as  practised  by  the  exceptionally  well- 
managed  railroads.  As  a  system,  it  means  a  careful 
study  and  analysis  of  each  element  of  operation, 
and  the  application  of  the  methods  best  adapted  to 
bring  about  the  best  results  under  the  given  conditions. 
Many  railroads  are  doing  this  successfully;  others 
are  doing  it  in  part.  In  the  nature  of  things,  however, 
their  efforts  have  been  directed  more  to  the  ''high 
spots  ''  or  to  those  features  of  operation  which  are  most 
in  need  of  correction  or  which  promise  the  largest 
or  quickest  returns.  Scientific  management,  as  a 
system,  takes  a  broader  view  and  requires  that  the 
same  careful  study  and  treatment  be  given  to  every 
detail  of  operation  as  is  given,  say,  to  the  subject 
of  train  loading.  Obviously,  there  is  a  point  where 
this  would  be  unprofitable,  —  where  the  cost  of  the 
system  would  exceed  the  saving. 

The  real  difference,  then,  between  the  efficiency 
experts  and  the  railroads  in  their  conception  of 
scientific  management  is  not  in  kind  but  in  degree. 
To  find  a  common  ground  means  mutual  concessions. 
On  the  part  of  the  efficiency  expert  it  will  require 
less  stress  upon  "  system,"  "  principles,"  "  dependent 
sequences";  it  will  require  more  knowledge  of  the 
practical  problems  of  raiboads,  more  respect  for  what 
the  railroads  have  accomplished,  and  less  exaggera- 
tion and  generalization  concerning  waste  and  possible 
savings.  On  the  part  of  the  railroad  a  more  receptive 
attitude  is  needed  for  suggestions  from  the  outside 
and  a  recognition  of  the  fact  that,  notwithstanding 
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commendable  progress  in  operating  economies,  much 
yet  remains  to  be  accomplished. 

Among  the  important  features  of  Mr.  Taylor's 
system  of  shop  management,  the  principle  of  time 
study  might  well  become  a  part  of  the  practice  of  any 
railroad  shop  with  a  piece-work  basis.  The  piece- 
work schedules  of  today  are  generally  an  evolution 
from  "  cut  and  try "  methods.  Their  defects  are 
recognized.  Mr.  Taylor's  second  principle,  of  stan- 
dardized conditions,  is  equally  important,  and  many 
railroad  shops  come  reasonably  close  to  standard 
practice. 

But  apart  from  shop  operation,  other  and  greater 
avenues  of  economy  are  being  earnestly  studied. 
The  delays  and  red-tape  obstruction  to  local  initia- 
tive,^ will  yield  to  some  plan  of  decentralizing  authority, 
such  as  is  now  being  tried  on  the  Harriman  lines. 
There  are  undoubted  economies  in  further  standardiz- 
ing of  equipment  and  materials,  as  well  as  in  improved 
methods  of  storing  and  distributing  supplies.  There 
is  promise  of  economy  in  the  experiments  now  being 
made  by  the  American  Railway  Association  in  clear- 
ing-house accounting  for  joint  use  of  cars.  A  sub- 
stantial saving  in  fuel  may  be  made  by  a  more  general 
adoption  of  the  methods  of  the  roads  having  the  best 
fuel  records.  And  throughout  the  service  there  is 
crying  need  for  more  and  better  supervision. 

Better  supervision  calls  for  better  men,  and  to  that 
end  the  educational  activities  of  the  railroads  should 


'  Mentioned  by  W.  M.  Aoworth,  the  EngUoh  eoonomlst,  aa  a  defect  In  American 
railroad  oiianlaatlon.  In  the  same  atatement.  made  on  the  ere  of  hia  departure 
February  let  last,  he  expnmod  surprise  that  the  newspapers  should  give  so  much 
space  to  eritldsm  of  railroad  efficiency.  In  his  opinion  American  railroads  are  the 
moet  efficient  in  the  woiid.  He  believes  that  the  skeletons  in  the  railroad  cupboards 
have  an  been  buried  and  that  now  the  roads  **  would  do  well  to  open  their  cupboards 
and  let  the  public  see  how  sweet  and  dean  they  are." 
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have  wider  scope  and  more  effective  oi^amzation.^ 
A  system  of  management  is  not  needed  so  much  as 
managers.  The  system  is  not  as  important  as  the 
man.  A  good  system  will  not  altogether  save  a  poor 
manager,  nor  will  an  imperfect  system  altogether 
hold  back  one  who  is  ambitious  and  able.  Mr.  Tay- 
lor himself  recognizes  this  m  his  statement,  ^'  the 
first  object  of  any  good  system  must  be  that  of  develop- 
ing first  class  men."  * 

Except  in  the  important  particulars  of  time  study 
and  functional  foremanship,  the  system  advocated 
by  the  e^^rts  and  the  system  practised  by  the  rail- 
roads are  not  very  far  apart.  Both  have  for  their 
object  that  which  is  desired  by  the  railroads  and  the 
public,  —  ability  to  give  good,  safe,  and  economical 
service.  And  if  achieved  either  by  an  improvement 
of  present  methods,  or  by  an  adaptation  of  the  new 
system,  private  management  of  railways  will  have 
strengUiened  its  claim  to  continuance. 

William  J.  Cunningham. 

Habtabd  Uniybbsity. 

>  J.  Shlitoy  Eaton,  in  "  EduMtlon  for  Eameney  in  RailroiMi  Sarvloe"  (IQW). 
•tyi:  "  In  the  eoiuw  of  nUlroftd  derelopment,  there  waa  a  fint  era,  wfaloh  waa  the 
era  of  ralbtMul  buOdinc.  Any  railroad  waa  better  than  a  wacon  road.  There  waa 
next  an  era  of  ooOrdtnatlon  of  the  railroad  lerTlce  and  finanoe  to  the  oonunerdal  and 
finanolal  oondltlons  aa  a  whole  with  which  the  railroada  were  oaUed  upon  to  deaL 
Thia  waa  the  time  of  the  traffic  organiaation  and  railroad  oonaoUdatlon.  Next  came 
the  era  of  internal  adjuatment  on  the  physical  and  mechanical  aide  —  perfection  of 
machinery,  cutttng  down  grades,  atrengthening  bridges,  inoreatfng  the  train  unit. 
And  now  has  come  the  sociological  adjustment.  The  human  part  of  the  machine 
is  quite  aa  vital  aa  the  steel  and  wooden  part  in  producing  efficiency,  and  ao  in  inoreaa- 
ing  the  income." 

*  American  Magaaine,  March,  1911,  p.  570. 
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THE  PUBLICATIONS  OF  THE  NATIONAL 
MONETARY  COMMISSION 

"  To  secure  an  organisatioQ  of  capital  and  credit  by 
which  confidence  can  be  firmly  established  and  credit  main- 
tained under  all  circumstances  and  conditions,  is  the  task 
conmiitted  to  the  National  Monetaiy  Commission."  ^ 

This  statement  by  Senator  Aldiich  indicates  the  broad 
fashion  in  which  the  Monetary  Commission  conceives  its 
task.  By  way  of  preparation,  the  commission  early  de- 
cided to  examine  into  the  banking  experience,  not  only  of 
the  United  States,  but  also  of  foreign  countries.  To  this 
end  it  engaged  a  number  of  economists,  financial  writers, 
and  bankers  to  prepare  monographs  upon  topics  of  especial 
importance,  and  it  has  given  these  monographs  to  the 
public  as  fast  as  they  have  been  completed.  What  practical 
use  the  commission  can  make  of  this  large  mass  of  material, 
in  framing  new  bills  for  submission  to  Congress,  remains 
to  be  seen.  But  certainly  economists  interested  in  currency 
problems  will  find  the  publications  of  the  conmiission  a 
most  valuable  addition  to  their  literative. 

The  publications  already  received  deal  with  banking  and 
kindred  matters  in  England,  France,  Germany,  Austro- 
Hungary,  Russia,  Switzerland,  Belgiimi,  the  Netherlands, 
and  Sweden,  the  United  States,  Canada,  Mexico,  and  Japan. 
Other  monographs  have  been  announced  upon  banking  in 
Italy.  In  addition,  there  are  a  number  of  miscellaneous 
contributions  which  deal  with  banking  and  fiscal  problems 
in  several  different  countries. 

I  An  mddnm  by  Senator  N«]aon  W.  Aldrtoh  ...   on  the  Work  of  the  Natlonel 

Monetaiy  CommteAon,  p.  8.    This  addreee*  like  all  the  other  publioatlona  refeired 

to  below,  la  teued  as  a  Senate  dooument  by  the  Government  Printing  Office,  Waah- 

Ington. 
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The  English  Banking  System  by  Hartley  Withers,  finan- 
cial editor  of  the  London  Times,  describes  lucidly  the 
complicated  relationships  among  the  Bank  of  England, 
the  joint-stock  banks,  Scotch  banks,  private  banks,  accept- 
ing houses,  savings  banks,  and  discount  companies.  As 
his  title  implies,  Mr.  Withers  sees  the  English  system  as  a 
whole,  so  that  his  monograph  admirably  supplements  the 
numerous  accounts  of  the  Bank  of  England.  It  has  the 
advantage  over  Clare's  Money  Market  Primer  of  being  up 
to  date.  In  fact,  its  most  formidable  rival  is  another  book 
by  Mr.  Withers,  The  Meaning  of  Money. 

Sir  R.  H.  Inglis  Palgrave  contributes  a  History  of  the 
Separation  of  the  Departments  of  the  Bank  of  England.  Like 
all  his  work,  this  paper  is  exceedingly  thoro.  Liberal 
extracts  are  published  from  the  evidence  taken  by  Parlia- 
mentary committees  upon  the  proposal  to  separate  the 
departments,  from  speeches  by  Sir  Robert  Peel  and  others, 
and  from  the  correspondence  between  the  government  and 
the  bank  on  the  three  occasions  when  the  limiting  clause 
has  been  suspended.  The  writer  concludes  that  ''the 
adoption  of  the  arrangements  of  the  Act  of  1844  cannot  be 
recommended  to  any  other  country." 

Under  the  title  English  Banking  Organizations,  Mr. 
Ernest  Sykes  describes  briefly  the  Institute  of  Bankers, 
and  the  Central  Association  of  Bankers.  More  interest 
attaches  to  the  account  of  The  London  Banker^  Clearing 
House,  by  its  honorary  secretary,  Robert  M.  Holland. 
Mr.  Holland  has  collected  the  meagre  scraps  of  evidence 
about  the  origin  of  the  practice  of  clearing  checks  in  the 
eighteenth  centiuy.  The  gradual  expansion  of  the  clearing 
house,  the  simplification  of  its  methods,  the  admission  of 
the  joint-stock  banks,  and  later  of  the  Bank  of  f^ngland, 
he  is  able  to  describe  in  detail.  He  appends  tables  showing 
the  volume  of  business  transacted  in  each  year  since  1868. 

But  the  most  valuable  service  which  the  Conunission 
has  rendered  to  students  of  English  banking  consists  in 
having  induced  the  London  Economist  to  bring  together 
in  systematic  form  its  periodical  reports  upon  the  condition 
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of  banks  and  the  state  of  the  money  and  exchange  markets. 
The  value  of  these  data  has  long  been  recognized,  and  not 
a  few  laborious  efforts  have  been  made  by  investigators 
of  special  problems  to  compile  tables  from  the  weekly 
issues  or  the  niunerous  ''  supplements."  At  last  the  Mone- 
tary Conmiission  has  supplied  the  initiative  which  the 
Economist  lacked,  and  the  whole  body  of  data  has  been 
made  readily  accessible.  The  inclusion  of  an  elaborate 
set  of  tables  compiled  by  Sir  R.  H.  Inglis  Palgrave,  much 
like  those  published  in  his  book  upon  The  Bank  Rate  and 
the  Money  Marketf  enhances  the  value  of  the  collection. 
Further,  these  English  tables  have  been  wisely  published 
in  one  voliune  with  corresponding  data  for  France  and 
Germany.^  Nowhere  else  can  be  found  so  extensive  and 
so  reliable  a  record  of  the  development  of  banking  in  these 
three  countries,  and  the  coiu'se  of  the  money  markets  in 
their  capitals.  Accordingly  this  volume  will  prove  indis- 
pensable to  foreign  as  well  as  to  American  students  of  the 
subject.  It  is  to  be  hoped  that  in  future  the  Economist 
will  publish  annual  compilations  in  which  the  present  tables 
will  be  kept  up  to  date. 

M.  Albert  Aupetit,  head  of  the  Department  of  Economic 
Studies  in  the  Bank  of  France,  has  been  engaged  to  prepare 
a  general  book  upon  The  French  Banking  System  corres- 
ponding to  Mr.  Withers's  voliune  for  England.  This  number 
has  not  yet  come  to  hand;  but  the  rest  of  the  projected 
French  material  is  complete. 

Professor  Andr6  Liesse  of  the  Conservatoire  National 
des  Arts  et  Metiers  writes  of  the  Evolution  of  Credit  and 
Banks  in  France  from  the  Founding  of  the  Bank  of  France 
to  the  Present  Time,  As  the  title  suggests,  his  volume  is 
far  from  being  confined  to  the  fortunes  of  the  central  in- 
stitution. It  contains  references,  necessarily  brief,  not 
only  to  the  growth  of  other  banks,  but  also  to  those  business 
conditions,  public  events,  and  national  habits  which  have 
done  so  much  to  shape  the  development  of  French  banking. 

1  StaUiUoB  for  Great  Britain,  Germany,  and  Fhtnoe,  1867-1909. 
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On  the  critical  side.  Professor  Ldesse  has  more  to  say  of  the 
defects  of  the  French  83r8tem  than  of  its  lessons  for  the 
United  States.  At  present  he  thinks  there  is  need  of  more 
banks  devoted  to  supplying  loans  for  the  development  of 
industrial  enterprises  —  a  type  of  business  which  the  great 
credit  companies  avoid,  and  which  the  Banque  de  Paris  et 
des  Pays*Bas  transacts  only  for  large  concerns. 

The  most  interesting  feature  of  The  Bank  of  France  in 
Ua  ReUUion  to  National  and  Iniemaiumal  Credit,  by  M. 
Maurice  Patron,  is  a  discussion  of  the  method  of  treating 
crises.  M.  Patron  says  that  the  bank's  traditional  method 
of  checking  a  serious  outflow  of  gold  by  charging  a  premium 
upon  gold  has  not  been  applied  since  1897.  Instead,  the 
bank  has  relied  upon  the  policy  of  extending  loans  to  foreign 
institutions  —  particularly  the  Bank  of  England.  The 
theory  is  that  the  enormous  specie  reserves  of  the  Bank  of 
France  adequately  fortify  the  country  against  domestic 
crises.  All  that  France  need  fear  is  the  reflex  influence  of 
foreign  storms.  Hence  it  is  to  the  interest  of  the  country 
that  its  central  bank  shall  afford  timely  assistance  when 
the  international  money  market  is  strained  to  the  danger 
point.  Even  then  the  bank  does  not  extend  help  directly  to 
the  cities  most  affected,  but  to  London,  the  great  clearing 
house,  whence  the  French  gold  flows  readily  wherever  it  is 
most  needed.  The  reader  will  doubtless  ask  why,  if  M. 
Patron  is  altogether  right  and  altogether  candid,  Paris  has 
not  become  a  free  market  for  gold  in  the  same  sense  as 
London.  If  the  Bank  of  France  raised  no  obstacle  to 
withdrawals,  why  did  not  French  gold  go  directly  to  New 
York  in  1907  7  Does  the  bank  have  other  means  of  ob- 
structing exports,  not  less  effective  than  the  charging  of  a 
premium? 

There  is  no  one  more  competent  than  M.  Alfred  Ney- 
marck,  editor  of  Le  Rentier ,  to  speak  of  French  Savinga  and 
their  Influence.  He  puts  the  annual  savings  of  Frendi 
investors  at  not  less  than  three  hundred  to  four  hundred 
million,  dwelling  complacently  upon  the  fact  that  most  of 
this  huge  sum  is  provided  by  the  hundreds  of  thousands  of 
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families  in  modest  circumstances.  "  France  is  a  country 
of  financial  democracy."  This  widenspread  spirit  of  thrift 
M.  Neymarck  holds  to  be  the  chief  cause  of  the  nation's 
vast  reserve  of  gold  and  of  the  stability  of  French  banks, 
whose  ''  supremacy  ...  in  national  and  international 
finance  is  today  undeniable." 

Another  aspect  of  French  finance  is  treated  in  The  HiHory 
and  Methods  of  the  Pane  Bourse  by  M.  E.  Vidal,  editor  of 
La  Cote  de  la  Bangue  et  de  la  Bourse,  This  book  will  in- 
terest students  of  economic  history,  for  it  goes  back  to  the 
Middle  Ages  and  traces  the  development  of  the  bourse 
rather  fully  through  the  17th  and  18th  centuries.  At 
present  M.  Vidal  thinks  that  the  bourse  is  laboring  under 
the  burden  of  its  long  past.  Stock-brokers  «till  enjoy 
monopoly  privileges,  tho  the  reasons  which  justified  their 
establishment  during  the  Revolution  long  since  ceased  to 
exist.  Free  access  to  the  profession  of  stock-brokerage 
should  be  granted  to  eveiy  one,  in  his  opinion,  tho  the 
exercise  of  the  profession  should  be  subject  to  strict  legal 
regulation.  But  he  admits  that  the  obstacle  presented 
by  the  vested  interests  which  have  grown  up  under  the 
existing  syst^n  is  difficult  to  surmount. 

Finally  come  the  statistics  of  banking  in  France,  pre- 
pared by  MM.  Aupetit  of  the  Bank  of  France  and  Lefevre 
of  the  Credit  Lyonnais.  The  report  includes  weekly  state- 
ments of  the  Bank  of  France  from  188&-1908,  and  yearly 
statements  of  the  other  leading  banks  for  a  similar  period, 
besides  extensive  tables  of  discount  rates,  gold  movements, 
prices  of  foreign  exchange,  etc.^ 

'^  To  my  mind,"  said  Senator  Aldrich  in  the  address 
abeady  quoted,  ''  the  [banking]  e^stem  of  Germany  is  for 
us  the  most  interesting  of  any,  because  the  Gennan  Empire 
has  very  largely  the  same  industrial  and  conmiercial  interests 
that  we  have  in  the  United  States."  *    In  accordance  with 


>  One  error  has  esui^t  mjr  atleBlloii.  TIm  teMMMtloBa  of  the  Pwto  flnailnt 
Home  dkould  baTe  the  oeiMoa  "yeen  beginning  AprO  1/*  not  **ye«n  ending 
Ifnreh  81*';  p.  M9« 

■  P.  8. 
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this  view,  the  CommissioQ  has  published  much  more  mate- 
rial upon  banking  in  Gennany  than  upon  banking  in  any 
other  foreign  country. 

Dr.  Eoch,  formerly  president  of  the  Reichsbank,  has 
edited  a  collection  of  the  German  Imperial  Banking  LawSp 
supplemented  by  the  laws  and  regulations  relating  to  the 
Berlin  Stock  Exchange.  An  introduction  and  elaborate 
notes  facilitate  the  use  of  the  volume  by  students  unfamiliar 
with  the  details  of  financial  history  and  practice  in  Ger- 
many. Dr.  F.  W.  C.  lieder's  translation  of  The  Reichs- 
bank,  1876-1900,  —  the  well-known  and  highly  valued 
book  issued  by  the  Reichsbank  at  the  close  of  its  first  quarter 
century,  —  describes  fully  the  working  of  the  i^ystem  created 
by  the  laws.  The  recent  modifications  of  both  law  and 
practice  are  abundantly  covered  by  the  ponderous  volume 
on  the  German  Bank  Inquiry  of  1908  and  by  the  series  of 
articles  on  the  Renewal  of  Reichebank  Charter.  The  first 
is  a  translation  of  the  stenographic  report  of  the  proceedings 
of  the  Bank  Inquiry  Commission  upon  all  the  topics  which 
it  discussed,  except  the  advisability  of  legislation  in  r^^ard 
to  the  security  and  fluidity  of  the  investments  of  deposits. 
The  second  is  a  translation  of  articles  and  documents  re- 
lating to  the  work  of  the  conmiission  and  its  results.  Taken 
together  these  four  volumes  make  readily  accessible  all 
the  sources  of  first-rate  importance  on  the  history  of  the 
Reichsbank  since  its  foundation.  So  thoroly  has  the  work 
been  done  that  no  less  than  three  translations  of  the  Bank 
Act  of  June  1,  1909,  may  be  foimd  in  as  many  volumes !  ^ 

The  German  Bank  Inquiry  of  1908  affords  an  opportunity 
to  compare  the  methods  by  which  amendments  of  the  bank- 
ing laws  are  prepared  in  Germany  and  in  the  United  States. 
The  German  commission  had  26  members,  including  econo- 
mists like  Wagner  and  Lexis,  and  men  of  affairs,  —  members 
of  the  Reichstag,  manufacturers,  bankers,  judges,  mer- 
chants. It  was  presided  over  by  the  president  of  the  Reichs- 
bank, Herr  Havenstein.    The  American  commission  has 

>  Gennftn  Imperial  Bmnktnc  Lawa,  pp.  138-184 ;  The  ReldulMnk,  1876-1000. 
pp.  857-362;  Renewal  of  Relolubaiik  Charter,  pp.  268-968. 
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17  members,  all  from  the  Senate  or  the  House  of  Represen- 
tatives, but  not  all  conversant  with  banking.  The  task 
of  the  German  conmiission  was  definitely  specified  by  a 
brief  list  of  questions:  Should  the  capital  of  the  Reichsbank 
be  increased  7  Should  the  tax-free  note  issue  be  enlarged  ? 
How  can  the  Reichsbank  best  protect  its  gold  reserve  ? 
Should  the  bank  seek  to  draw  specie  from  the  domestic 
circulation  into  its  vaults  ?  Should  means  be  sought  to 
diminish  the  credit  demands  made  on  the  Reichsbank  by 
general  business  or  by  the  Imperial  Government  7  The 
task  of  the  American  commission  is  far  wider  and  less  defi- 
nite—  to  plan  a  reform  of  the  banking  system.  The 
German  commission  carried  on  its  work  by  examining 
expert  witnesses  and  by  discussions  among  its  own  mem- 
b««.  The  American  commission  has  heard  a  few  witnesses 
and  presumably  held  some  discussions;  but  it  has  laid  far 
more  stress  upon  the  collection  of  the  materials  which  con- 
stitute its  publications.  The  German  commission  was 
appointed  in  April,  1908,  examined  witnesses  in  May,  began 
its  own  deliberations  in  June,  and  formulated  its  conclusions 
in  October.  The  law  based  upon  its  labors  was  passed 
June  1,  1909.  The  American  commission  was  appointed 
a  month  later  than  the  German,  but  has  not  yet  presented 
its  l»ll.^  That  is  should  take  more  time  is  due  partly  to  the 
greater  magnitude  of  its  task.  But  even  if  they  had  to  face 
the  American  problem,  would  the  highly  efficient  German 
experts  still  be  sitting  7 

Abundant  as  is  this  German  material,  it  contains  no 
general  sketch  of  the  banking  system  as  a  whole.  The 
nearest  coimterpart  to  the  books  by  Withers  and  Aupetit 
for  England  and  France  is  the  volume  of  MisceUaneoua 
Articles  on  German  Banking.  Robert  Franz,  editor  of 
Der  Deutsche  Odcanomistf  sketches  **  The  Statistical  History 
of  the  German  Banking  System  "  since  1888;  W.  Mueller, 
a  director  of  the  Dresden  Bank,  contributes  several  lectures 
on  the  organization  of  credit;  Wittner  and  Wolff  describe 

>  SoiAtor  Aldrtoh's  *'  nan,"  montloiied  at  tho  end  of  this  review,  does  not  pro- 
feoe  to  be  more  than  a  tentative  baaie  of  dlaeuMlon. 
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the  giro  and  check  systems;  Melchior  dilates  upon  the 
advantages  of  the  liberal  fees  paid  to  bank  directors  in 
Germany;  and,  finally,  several  writers  provide  accounts 
of  the  different  kinds  of  banks  for  which  Germany  is  notable 
—  land  mortgage  associations,  agricultural  improvement 
banks,  cooperative  credit  societies,  Darlehnkassen,  etc. 
More  than  half  of  these  articles  are  translations  from  the 
Harydw&rterbuch  der  Staatswissenwhaften  or  from  the  eco- 
nomic journals;  but  it  is  a  distinct  gain  to  have  all  this 
information  assembled  between  two  covers  and  put  into 
English.^ 

The  German  statistics  are  compiled  by  the  Centralver- 
band  des  Deutschen  Bank-und  Bankiergewerbes,  the  Beichs- 
bank,  and  the  Deutsche  Oekonomist.  Like  the  English  and 
French  figures,  they  constitute  the  most  complete  available 
record  of  banking  operations  for  their  country.  So  far  as 
possible,  all  the  different  kinds  of  banks  are  included,  and 
detailed  figures  are  given  for  discount  rates,  prices  of  foreign 
exchange,  gold  movements,  clearings,  etc. 

Swiss  experience  merited  especial  attention  from  the 
Monetary  Commission  because  of  the  recent  establishment 
of  a  central  bank.  Of  all  European  countries,  Switserland 
longest  maintained  a  decentralised  banking  system  with 
substantial  freedom  of  note  issue.  For  a  long  time  the 
problem  of  reorganization  on  the  model  of  her  great  nei^- 
bors  has  been  a  lively  issue  in  politics.  The  financial 
interests  of  many  cantons  in  the  existing  note'  issues,  dis- 
sensions between  the  advocates  of  a  purely  government 
and  a  purely  private  bank,  and  jealousies  among  the  various 
towns  which  hoped  to  secure  the  head  ofl&ce  frustrated  several 
attempts  at  reform.  But  at  last  in  1905-06  a  compromise 
bill  was  passed,  establishing  the  Swiss  National  Bank. 
The  capital  was  fixed  at  60  million  francs,  of  which  the 
cantons  were  allowed  to  subscribe  i,  the  old  banks  of  issue 
i,  and  the  public  the  remainder.     An  elaborate  system 

1  Dr.  J.  Rl6Mer*8  Omt  German  Eanks  Ukd  tbelr  Co&eontnitlon,  auMMUMod  by 
the  commlflilon  m  a  number  of  their  series,  hai  not  been  reeelved. 
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of  compensation  to  the  cantons  for  the  loss  of  their  revenues 
from  note  issue  was  incorporated  in  the  plan.  A  gradual 
withdrawal  of  the  notes  of  the  36  banks  of  issue  already 
in  the  field  was  required  within  three  years  after  the  Na- 
tional Bank  began  operations  on  June  20,  1907.  No  re- 
striction was  imposed  upon  the  amount  of  notes  to  be 
issued  by  the  new  institution,  except  that  it  should  keep 
reserves  of  not  less  than  40%.  Further,  the  bank  was 
required  to  act  without  charge  as  depositary  and  disbursing 
agent  for  the  Confederation. 

The  material  published  by  the  Monetary  Commission 
includes  a  bad  translation  of  Dr.  Julius  Landmann's  history 
of  banking  in  Switzerland,  the  text  of  the  law  establishing 
the  new  bank,  and  various  brief  papers  and  reports  re- 
garding its  operations  to  the  end  of  1908.  Altho  the  bank 
began  business  just  before  the  great  crisis  of  1907,  its  capital 
was  over-subscribed  and  the  necessary  readjustments  of 
Swiss  business  were  effected  without  serious  difficulty. 
The  bank's  profits  in  1908  were  not  sufficient  to  pay  the 
indenmity  allotted  to  the  cantons;  but  the  management 
ascribed  this  failure  chiefly  to  the  depression  of  business. 
On  the  other  hand,  the  management  takes  credit  for  having 
prevented  the  Swiss  discount  rate  from  rising  above  5i% 
when  even  the  Bank  of  England  was  charging  7%,  and  for 
inspiring  confidence  by  accumulating  a  specie  reserve  far 
above  the  legal  requirement  of  40%.^ 

Since  the  central  Bank  of  Belgium  has  ahready  served 
as  a  model  to  two  nations  which  were  reorganizing  their 
banking  systems,  —  the  Netherlands  in  1864  and  Japan 
in  1882,  —  the  Monetary  Commission  had  reason  to  in- 
clude this  institution  in  its  survey.  Accordingly  Mr. 
Charles  A.  Conant,  whose  writings  on  money  and  banking 
are  well  known,  was  asked  to  prepare  a  monograph  upon 
The   National  Bank  of  Belgium  —  a  task  which  he  has 

>  TIm  adltlBc  of  this  Totuiiie  on  The  Swln  Bmnktns  Law  to  lamentable.  Offeneee 
acalnet  the  EnsUah  tongue  are  eommltted  on  nearly  eyeiy  pace,  while  the  Table  of 
OoDtents  omita  all  refeienee  to  Appendloei  4, 6,  and  6,  and  oltee  as  Appendix  2,  on  the 
wronc  pace,  the  Ust  of  references  whloh  to  printed  as  Appendix  7. 
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executed  in  thoroly  competent  fashion.  After  sketching 
the  early  history  of  the  bank,  Mr.  Conant  describes  in 
full  detail  its  present  organisation,  operations,  and  re- 
lations to  the  state.  He  also  provides  translations  of  the 
laws  establishing  the  bank,  extending  its  charter  and  de- 
fining its  duties  as  fiscal  agent  of  the  govemmoit,  together 
with  the  statutes  adopted  by  the  shareholders  in  1900  for 
the  regulation  of  its  operations.  The  whole  book  is  in- 
teresting and  suggestive;  but  after  all  the  Bank  of  Belgium 
remains  ''  a  satellite  of  the  Bank  of  France,"  ^  and  its 
experience  does  not  possess  great  significance  for  the  solution 
of  American  problems. 

like  the  case  of  Switzerland,  the  case  of  Sweden  is  in- 
teresting because  of  a  recent  centralisation  of  the  issue  of 
bank  notes.  The  Swedes,  indeed,  did  not  have  to  establish 
a  central  bank,  for  their  Riksbank  is  older  than  the  Bank 
of  England,  having  been  founded  in  1656  on  the  model  of 
the  Bank  of  Amsterdam  and  reorganized  in  1668  as  the 
Bank  of  the  Estates  of  the  Realm.  But  after  an  unhappy 
experience  in  the  late  18th  and  early  19th  centuries  with 
privately  owned  discount  houses,  the  country  established 
a  peculiar  kind  of  joint-stock  banks  of  unlimited  liability, 
issuing  notes,  and  known  as  ''enskilda  banks."  The 
first  of  these  institutions  began  business  in  1831.  Their 
notes  were  safeguarded  by  a  system  not  unlike  that  of  our 
National  Banking  System  —  the  deposit  of  securities 
under  the  joint  control  of  a  public  ofiicer  and  the  banks. 
For  reasons  which  are  not  made  altogether  clear,  this  or- 
ganization of  bank  issues  proved  unsatisfactory,  and  after 
long  discussions  a  law  was  passed  in  1897  which  required 
the  enskilda  banks  to  withdraw  their  circulation  by  the  end 
of  1903,  thus  giving  the  Biksbank  a  monopoly  of  issue. 
By  this  measure  the  Swedish  banking  system  was  brought 
into  general  conformity  with  that  of  England,  France,  and 
Germany.    Professor  A.  W.  Flux,  who  has  prepared  the 

>  Pfttron,  The  BabIc  of  Fnmoe  In  lt«  relation  to  National  and  International  Credit, 
p.  136. 
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Commission's  volume  on  Sweden,  thinks  that  this  centrali- 
zation of  issue  did  nothing  to  aggravate  and  probably  did 
something  to  mitigate  the  severity  of  the  crisis  of  1907. 

Besides  this  historical  account  of  The  Swedish  Banking 
System,  Professor  Flux  provides  a  supplementary  chapter 
on  the  banks  of  Denmark  and  Norway.  He  also  translates 
the  most  important  Swedish  laws  on  banking,  and  repro- 
duces the  most  significant  statistics.  His  work  is  well 
done;  but  the  omission  to  show  just  why  the  old  system  of 
issue  was  given  up  makes  the  book  less  helpful  than  it 
might  have  been  in  affording  lessons  for  America  from 
experience  in  Sweden. 

Banking  in  Russia,  Attstro- Hungary,  The  Netherlands, 
and  Japan  is  made  up  of  contributions  from  eight  pens. 
The  articles  on  the  European  nations  are  all  translations 
from  the  third  edition  of  Conrad's  Handworterbuch  der 
Staatswissenschaften.  The  names  of  Idelson  and  Lexis, 
Zuckerkandl,  and  Van  der  Borght  are  a  guarantee  of  good 
work;  but  the  source  is  a  guarantee  that  these  articles  are 
already  familiar  to  students  of  banking. 

Japan  is  treated  on  a  larger  scale.  Marquis  Katsura, 
the  present,  and  Baron  Sakatani,  a  former  minister  of 
finance,  S.  Naruse,  a  leading  financier,  and  Professor  O.  M. 
W.  Sprague,  who  spent  several  years  in  the  University  of 
Tokyo,  all  bear  a  hand.  American  interest  centers  in  the 
Japanese  effort  to  build  a  National  Banking  System  upon 
our  model.  This  experiment  was  begun  in  1872;  but  was 
found  unsatisfactory,  and  practically  abandoned  by  trans- 
ferring the  rights  of  note  issue  to  a  central  bank.  The 
latter  institution  —  the  Bank  of  Japan  —  was  founded 
in  1882  on  the  model  of  the  Bank  of  Belgium.  The  regu- 
lations concerning  circulation,  however,  were  adopted  from 
the  German  Reichsbank.  The  chief  defects  in  the  working 
of  the  National  Banking  System  seem  to  have  been  lack  of 
arrangements  for  transferring  idle  funds  to  sections  where 
they  were  needed,  very  high  rates  of  interest,  and  inability 
to  protect  the  country's  stock  of  specie  by  effective  opera- 
tions in  foreign  exchange. 
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Mr.  Conant's  Banking  System  of  Mexico  \b  probably  of 
more  value  to  economists  than  to  the  Monetary  Commission. 
For  the  system  established  on  the  plans  of  Mr.  Limantour, 
the  great  Mexican  finance  minister,  is  strikingly  original; 
but  the  business  conditions  to  which  it  is  adapted  are  so 
different  from  those  of  the  United  States  as  to  preclude  its 
use  as  a  model. 

In  1897  there  were  only  nine  banks  in  Mexico.  The 
largest  was  the  National  Bank  —  an  institution  which  had 
developed  on  the  basis  of  a  charter  granted  in  1881  to  the 
Franco-Egyptian  Bank,  and  which  acted  as  fiscal  agent 
of  the  government.  The  next  in  size  was  the  Bank  of 
London  and  Mexico,  also  issuing  notes,  but  looking  for  its 
business  chiefly  to  the  export  trade  and  foreign  exchange. 
The  seven  remaining  banks  taken  together  were  smaller 
than  either  of  these  two  institutions.  Since  each  bank 
had  its  own  special  charter  or  concession  there  was  no 
general  system  of  banking  law. 

Mr.  Limantour,  in  planning  the  revolutionary  l^islation 
of  1897,  definitely  rejected  the  idea  of  a  central  bank  with 
monopoly  of  issue,  chiefly  because  he  thought  that  the 
economic  organization  of  Mexico  was  still  too  simple  and 
too  decentralized  to  need  a  responsible  regulator  of  the 
money  market  and  a  custodian  of  the  ultimate  banking 
reserve.  Instead,  his  measure  looked  toward  the  establish- 
ment of  one  bank  of  issue  in  each  state,  —  protected  against 
indiscriminate  competition  by  exemption  from  taxes  to 
which  additional  banks  in  the  same  state  should  be  subject. 
But  ample  scope  was  allowed  the  National  Bank  to  retain 
its  position  of  primacy  as  the  bank  of  the  government  and 
also  as  a  bank  of  rediscount. 

The  most  original  feature  of  the  system,  however,  was 
not  planned  by  Limantour  —  the  establishment  of  the 
Banco  Central  in  1899.  This  institution  is  now  largely 
owned  by  the  provincial  banks  of  issue  and  serves  them  as  a 
clearing  house  for  notes,  somewhat  as  the  Suffolk  Bank 
once  served  the  banks  of  New  England.  In  addition,  the 
Banco  Central  has  been  made  an  organization  for  mutual 
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support.  When  any  provincial  bank  feels  itself  in  danger, 
it  may  notify  the  Banco  Central,  and  the  latter  summons 
the  other  associated  banks  to  contribute  their  quotas  toward 
a  fund  equal  to  half  the  capital  of  the  bank  in  straits.  This 
fund  is  used  in  redeeming  at  par  the  notes  of  the  threatened 
institution.  For  this  service  the  bank  aided  pays  12% 
on  the  advances  and  costs.  Thus,  in  a  sense,  Mexico  has 
two  central  banks  with  distinct  functions,  operating  har- 
moniously side  by  side. 

The  details  of  this  peculiar  system  and  its  practical 
working  are  clearly  set  forth  by  Mr.  Conant.  Documentary 
material,  including  Limantour's  report  of  1897,  laws,  and 
statistics  occupy  more  than  half  the  volume. 

Dr.  R.  M.  Breckenridge's  Hilary  of  Banking  in  Canada 
requires  little  conunent  because  its  predecessor.  The  Canor 
dian  Banking  System,  has  been  known  since  it  appeared 
in  1895  as  the  best  book  upon  the  subject.  The  new  volume 
eictends  the  historical  account  to  the  f  aUure  of  the  Sovereign 
Bank  in  1908,  and  includes  in  an  appendix  the  legislation 
and  statistics  of  recent  years.  While  he  prints  the  text  of 
the  ''  Amending  legislation  of  1908,"  which  permitted  the 
Canadian  banks  to  issue  emergency  circulation  in  excess 
of  their  capitals  but  subject  to  a  tax.  Dr.  Breckenridge 
does  not  discuss  its  bearings  upon  the  present  workings 
and  future  prospects  of  the  system.  Moreover,  the  illu- 
minating chapter  of  the  earlier  book,  upon  the  practical 
operations  and  economic  effects  of  the  Canadian  system, 
is  omitted. 

This  omission  was  doubtless  due  to  the  fact  that  Professor 
Joseph  French  Johnson  had  been  asked  to  investigate  these 
subjects  for  the  Commission.  His  vivacious  report.  The 
Canadian  Banking  System,  naturally  deals  largely  with 
facts  which  Breckenridge  taught  us  in  1895.  But  it  also 
contains  numerous  points  of  fresh  interest.  In  particular, 
Johnson  makes  less  than  Breckenridge  formerly  did  of  the 
equalizing  of  interest  rates  in  different  parts  of  the  country. 
In  Montreal  and  Toronto,  he  says,  large  borrowers  can 
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get  money  at  5%,  but  the  average  merchant  and  manu- 
facturer must  pay  6%.  Rates  are  but  little  above  this  level 
in  Winnipeg,  "  but  further  west  the  usual  rate  is  7%  and 
in  some  of  the  remoter  districts  merchants  and  farmers 
alike  pay  8%."  ^  In  his  present  book  Breckenridge  puts 
the  geographical  differences  of  rates  at  1^2%,  tho  with 
the  admission  that  frontier  towns  are  charged  especiaUy 
high  rates  to  offset  the  heavy  cost  of  running  branches  in 
regions  difficult  of  access.'  But  even  the  maximum  differ- 
ences suggested  by  Johnson  are  much  less  than  the  differ- 
ences between  the  rates  prevailing  in  different  parts  of  the 
United  States  found  by  Breckenridge  in  1898  and  by  the 
Comptroller  of  the  Currency  in  1899.' 

Further,  Johnson  lays  some  stress  upon  the  fact  that  the 
equalizing  of  rates  is  due  quite  as  much  to  keeping  interest 
up  in  the  east  as  to  keeping  it  down  in  the  west.  ^'  It  is 
generally  known  that  the  eastern  branches  get  heavy  de- 
posits and  are  creditors  at  the  head  office,  and  that  the 
funds  they  collect  are  forwarded  to  the  western  branches, 
whose  loans  greatly  exceed  deposits.  Bankers  will  admit 
that  this  transference  of  funds  takes  place,  but  there  is 
considerable  grumbling  about  it  in  the  old  communities  of 
the  east  .  .  .  one  cannot  help  believing  that  the  branch 
banking  system  has  really  checked  the  development  of 
business  and  industry  in  the  maritime  Provinces."  * 

While  admitting  that  Canada  has  had  no  banking  panic 
since  its  present  system  was  perfected  in  1890,  Johnson 
shows  that  during  the  panic  of  1907  the  banks  did  not 
have  currency  enough  to  supply  all  the  needs  of  their  cus- 
tomers. A  heavy  contraction  of  loans  in  Canada  occurred 
in  November  and  December.  Still  Johnson  credits  the 
claim  ''  that  during  these  two  months  no  man  who  actually 
deserved  and  needed  a  loan  was  refused  it."    These  terms 

1  Pp.  87-^  and  102,  108.  *  Htstory  of  Banking  In  Canada,  p.  181. 

>  R.  M.  Braokenrtdce.  **  DiBoount  Rates  In  the  United  States/'  PoUtloal  Solenoe 
Quarterly.  Maroh  1898,  vol.  xUl,  pp.  119-142;  Report  of  the  Comptroller  of  the  Cur> 
renoy,  1899. 

*  The  Canadian  Banking  System,  pp*  91.  98. 


REVIEWS  577 

"  deserved  and  needed,"  however,  may  be  construed  very 
differently  by  the  man  who  wishes  to  borrow  and  the  banker 
who  refuses  to  lend.  But  after  the  worst  has  been  said, 
there  can  be  no  doubt  that  the  Canadian  banks  came  through 
the  crisis  of  1907  with  a  far  more  creditable  record  than  did 
the  American  banks. 

In  passing  his  final  judgment  upon  the  Canadian  system, 
Johnson  discredits  the  critics  who  hold  that  the  gold  reserve 
is  inadequate,  but  he  charges  the  leading  banks  with  falling 
sentimental  victims  to  '^  the  rest-fund  fad."  Had  they 
been  willing  to  carry  undivided  profits  to  capital,  instead 
of  to  surplus,  they  would  have  been  able  to  meet  even  the 
extraordinary  demand  for  notes  in  the  autumn  of  1907 
without  violating  the  legal  limitation  of  a  bank's  issue  to 
the  amoimt  of  its  capital.  He  also  thinks  that,  while  the 
older  banks  have  no  real  monopoly,  they  are  ''  a  bit  too 
secretive,"  and  would  do  well  to  devise  some  system  of 
inspection  which  would  give  the  public  more  information 
about  their  operations,  in  order  to  dispel  the  impression 
that  they  are  secretly  leagued  together  in  a  manner  prej- 
udicial to  the  general  welfare. 

The  American  material  published  by  the  Commission 
contains  four  monographs  upon  banking  before  the  Civil 
War. 

Naturally  the  Commission  is  interested  in  The  First 
and  Second  Banks  in  the  United  States.  Dr.  J.  T.  Holds- 
worth  of  the  University  of  Pittsburg  was  engaged  to  prepare 
an  accoimt  of  the  first,  Professor  Davis  R.  Dewey  of  the 
second. 

Our  scanty  information  concerning  the  business  carried 
on  by  the  first  Bank  of  the  United  States  has  long  been  a 
source  of  regret.  Dr.  Holdsworth  made  diligent  search 
among  the  probable  sources,  hoping  to  discover  records 
or  discussions  which  would  throw  light  upon  the  methods 
and  practices  followed.  But  he  met  with  slight  success. 
He  found  that  neither  the  Girard  National  Bank  of  Phila> 
delphia,  —  in  a  sense  the  successor  of  the  Bank  of  the 
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United  States,  —  the  superintendent  of  the  Girard  estate, 
nor  the  descendants  of  the  bank's  original  officers  possess 
any  papers  of  value  for  his  purposes.  Treasury  officials, 
also,  concurred  in  the  opinion  that  Knox's  unsuccessful 
search  through  their  old  files  means  that  the  reports  made 
by  the  bank  to  the  Treasury  were  destroyed  when  the 
building  was  burned  in  1814  or  in  1833.  But  Dr.  Holds- 
worth  has  brought  some  new  material  to  light  by  reading 
the  newspapers  and  pamphlets  published  during  the  bank's 
twenty  years  of  life.  The  minute  books  and  records  of  the 
Bank  of  North  America  also  have  given  him  some  valuable 
data.  By  utilizing  this  fresh  material  in  conjunction  with 
the  sources  formerly  known,  Dr.  Holdsworth  has  been  able 
to  compile  an  account  of  the  bank  which  supersedes  its 
slender  predecessors.  Besides  giving  a  full  histoiy  of 
legislation  in  regard  to  the  bank,  and  an  analysis  of  its 
relations  to  the  Treasury,  he  shows  that  the  institution 
served  the  conmiunity  well  in  a  business  way,  —  not  only 
by  meeting  the  reasonable  demands  of  borrowers,  but 
also  by  restraining  the  state  banks  from  over-expansion 
on  the  one  hand,  and  on  the  other  hand  helping  them  in 
times  of  pressure. 

The  work  of  Sunmer  and  Catterall  on  the  second  Bank 
of  the  United  States  greatly  facilitated  the  performance 
of  Professor  Dewey's  task.  His  accoimt  is  more  concise 
than  Catterall's,  more  lucid  than  Sunmer's.  He  naturally 
lays  most  stress  upon  ''those  operations  which  might  be 
concerned  in  the  discussion  of  a  central  bank  at  the  present 
time."  But  he  warns  readers  that  both  the  character  of 
the  bank  and  the  conditions  of  business  were  such  as  to 
make  it  difficult  ''  to  find  in  the  experience  of  this  institu- 
tion any  lessons  of  importance  which  may  be  of  special 
service  in  the  preparation  of  a  plan  for  a  large  national 
central  bank  at  a  later  period." 

In  his  second  contribution  to  the  series.  State  Banking 
before  the  CivU  War,  Professor  Dewey  again  had  two  pred- 
ecessors offering  guidance.  But  in  this  case  he  has  gone 
distinctly  his  own  way.    State  banking  before  the  war, 
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like  state  finance  at  present,  is  an  extremely  difficult  field 
to  cultivate,  —  it  is  hard  to  find  materials  and  harder  still 
to  arrange  them  in  significant  order.  Professor  Sumner's 
History  of  Banking  in  the  United  States  has  brought  together 
a  great  mass  of  information,  but  is  so  ill-arranged  that  one 
can  hardly  use  it  except  as  a  secondary  source  book.  The 
second  part  of  J.  J.  Knox's  volume  of  the  same  title 
likewise  contains  much  material,  arranged  in  the  form 
of  separate  articles  on  banking  under  the  laws  of  each  state 
in  turn.  No  arrangement  could  be  clearer;  but  none  could 
raise  more  difficulties  for  the  reader  who  wishes  to  find  the 
general  lines  of  development.  Now  comes  Professor  Dewey 
with  more  information  at  his  command  than  either  Sumner 
or  Knox  and  his  collaborators,  and  hence  with  a  still  more 
puzzling  problem  of  arrangement  on  his  hands.  His  so- 
lution is  to  classify  according  to  phases  of  banking  opera- 
tions. For  example,  among  his  most  interesting  headings 
are  the  following:  Paying  in  of  capital,  State  ownership 
of  stock.  Scope  of  business,  Methods  of  evading  redemption, 
Loans  and  discounts.  Specie  reserve.  Any  one  interested 
in  learning  what  the  old  state  banks  did  with  reference 
to  those  or  22  other  subjects  will  find  Dewey's  book  exactly 
to  his  mind.  The  scholarly  qualities  which  distinguished 
the  writer's  Financial  HisUyry  of  the  United  States  are  again 
in  evidence.  But  that  other  student  who  wants  to  see 
the  forest,  not  the  trees,  must  turn  away  from  Dewey 
hardly  less  disappointed  than  he  turned  away  from  Sumner 
and  Knox.  Happily  one  hope  is  left.  When  Professor 
Dewey  comes  to  prepare  his  volume  upon  banking  in  the 
projected  Economic  History  of  the  United  States  he  may 
yet  supplement  his  admirable  collection  of  materials  by 
a  lucid  statement  of  what  it  all  means. 

The  Safety-Fund  Banking  System  in  New  York  is  one 
of  the  experiments  at  regulating  bank  circulation  under 
state  law  about  which  much  has  been  written.  But  Dr. 
Robert  E.  Chaddock  of  the  University  of  Pennsylvania 
has  made  a  more  thoro  presentation  of  the  subject 
than  any  of  his  forerunners.    By  going  back  to  the  New 
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York  assembly  documents,  the  session  laws,  the  contem- 
porary newspapers  and  pamphlets,  he  has  found  much 
fresh  material  which  amplifies  our  knowledge  if  it  does  not 
greatly  change  our  verdict  upon  the  system.  Chaddock 
concurs  in  the  opinion  of  Laughlin  and  Boot  that,  had 
the  system  possessed  from  the  outset  the  restrictions  and 
safeguards  imposed  by  the  amendments  of  1837  and  later 
years,  no  losses  would  have  been  incurred  by  note  holders. 
Even  as  matters  stood,  he  denies  that  the  system  was  aban- 
doned because  it  had  failed  to  provide  adequate  security. 
On  the  contrary,  it  was  hostility  toward  monopoly  and 
disgust  with  the  legislative  corruption  attending  the  granting 
of  bank  charters  which  led  to  the  passing  of  the  free-bank- 
ing law  in  1838.  The  book  is  so  thoro  in  other  respects 
that  one  wishes  the  writer  had  followed  the  practice  of 
other  contributors  to  the  series  of  the  Monetary  Com- 
mission by  publishing  the  text  of  the  safety-fund  law  in  an 
appendix.  Further,  the  final  section  on  the  bearing  of  the 
system  upon  the  guarantee  of  deposits  sounds  perfunctory 
and  inconclusive. 

The  publications  dealing  with  banking  since  the  Civil 
War  begin  appropriately  with  an  accoimt  of  The  Origin  of 
the  National  Banking  System  by  Mr.  Andrew  McFarland 
Davis.  Mr.  Davis  finds  the  first  proposal  suggestive  of 
the  National  Banking  System  in  an  article  published  in 
the  Analectic  Magazine  of  Philadelphia  in  1815.  But  of 
course  he  lays  little  stress  on  any  of  the  early  suggestions. 
His  chief  problem  is,  What  induced  Chase  to  urge  a  scheme 
for  reorganizing  the  banking  system  upon  Congress  with 
such  emphasis  and  pertinacity  ?  He  shows  that  several 
years  before  the  war  Chase  was  thoroly  alive  to  the  evils 
of  the  circulation  supplied  by  the  state  banks.  But  he 
thinks  that  the  definite  plan  which  grew  into  the  National 
Banking  System  was  suggested  to  Chase  in  August,  1861, 
by  a  letter  from  O.  B.  Potter.  The  banking  bill  embody- 
ing Chase's  recommendations  Mr.  Davis  attributes  to  the 
cooperation  of  Silas  M.  Stilwell, — who  was  conversant 
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with  the  bond-secured  note  system  of  New  York,  —  Edward 
Jordan,  —  Solicitor  of  the  Treasury,  —  E.  G.  Spaulding,  — 
"  the  father  of  the  greenbacks,"  —  and  Samuel  Hooper,  — 
a  man  of  affairs  from  Massachusetts,  who  sat  with  Spaui- 
ding  on  the  Committee  of  Ways  and  Means.  Their  work 
was  further  modified  in  the  bill  which  John  Sherman  fathered 
in  1863,  and  the  latter  in  turn  was  the  basis  of  the  revised 
act  of  1864.  But  Chase,  while  not  the  originator  of  the 
idea,  or  the  author  of  the  bill,  was  the  prime  mover  in  es- 
tablishing the  new  system.  And  Chase's  prevailing  motive, 
according  to  Mr.  Davis,  was  less  the  desire  to  increase  the 
sale  of  government  bonds  than  the  desire  to  secure  a 
unifonn  currency.  This  conclusion  is  contrary  to  received 
opinion,  and  it  is  doubtful  whether  Mr.  Davis's  evidence 
wiU  convince  others  as  fully  as  it  has  convinced  himself. 

Mr.  A.  D.  Noyes's  History  of  the  National  Bank  Currency 
is  the  most  disappointing  publication  of  the  whole  series. 
His  admirable  Forty  Years  of  American  Finance  warranted 
an  expectation  that  Mr.  Noyes  would  treat  this  important 
theme  with  the  thoroness  it  deserves.  Instead  he 
submits  a  slight  essay  of  18  pages,  which  adds  nothing 
to  our  knowledge  of  the  subject.  The  Monetary  Commis- 
sion might  better  have  republished  Professor  Dimbar's 
essay  on  ''The  Circulation  of  the  National  Banks,"  or 
Professor  Laughlin's  discussion  in  the  Report  of  the  Indianr 
apolia  Monetary  Commiseion,  with  addenda  covering  the 
years  since  1900. 

Limitations  of  cash  payments  in  times  of  crisis  has  been 
the  scandal  of  American  banking  since  the  Civil  War, 
as  the  condition  of  the  note  circulation  was  before  the  war. 
Fortunately  the  Monetary  Commission  entrusted  the 
History  of  Crises  under  the  National  Banking  System  to 
Professor  O.  M.  W.  Sprague,  a  man  who  has  the  moral 
courage  to  speak  plainly  on  a  subject  which  most  financiers 
and  publicists  handle  with  gloves.  ''The  good  nature 
and  optimism  characteristic  of  the  country,"  says  Professor 
Sprague,  "  extends  even  to  financial  matters,  regarding 
which   there   is   a   painful   absence  of  thoro,  unflinching 
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criticism  in  any  financial  journal."    His  own  work  deserves 
no  such  reproach. 

Sprague's  book  consists  of  careful  analytic  studies  of 
the  crises  of  1873,  1884,  1890,  1893,  and  1907  from  the 
banking  standpoint.  He  believes  that  each  of  these  crises 
might  have  been  allayed  if  the  New  York  banks  had  pos- 
sessed a  reserve  of  lending  power  adequate  to  meet  the 
needs  of  borrowers  and  the  demands  of  depositors  for  money. 
Local  needs  the  New  York  banks  could  care  for,  if  they 
were  not  exposed  to  the  external  strain  of  the  withdrawal 
of  the  deposits  made  with  them  by  interior  banks.  But 
in  accepting  these  deposits  they  assume  responsibility 
toward  banks  and  customers  of  banks  throughout  the  Union, 
—  responsibility  which  they  cannot  shufile  off  by  pleading 
that  the  trouble  is  made  by  the  culpable  desire  of  country 
banks  to  strengthen  their  own  reserves  in  face  of  a  threat- 
ened panic. 

These  bankers'   deposits,   which  produce  the  breaking 
strain,  have  been  concentrated  since  the  seventies  in  the 
hands  of  a  half-dozen  of  the  New  York  institutions.    When 
a  crisis  comes,  accordingly,  the  pressure  converges  upon 
these  bankers'  banks.    Ordinarily,  they  keep  their  funds 
invested  largely  in  call  loans,  which  in  a  serious  emergaicy 
are  even  less  liquid  than  other  classes  of  loans,  and  cany 
cash  reserves  not  notably  greater  than  the  institutions 
doing  a  strictly  local  business.    Hence  heavy  demands 
for  return  of  their  bankers'  deposits  quickly  reduce  their 
strength,  and  they  lie  down  upon  the  Clearing  House. 
The  latter  issues  clearing-house  loan  certificates,  and  for- 
merly supported  the  certificates  by  equalising  cash  reserves. 
In  combination,  these  two  measures  practically  turn  the 
New   York   banks  into   one   enormous  institution.    The 
bankers'  banks  get  the  cash  of  the  local  banks,  at  a  moderate 
rate  of  interest,  to  meet  their  obligations  to  interior  institu- 
tions, and  unless  the  strain  is  exceedingly  severe,  suspension 
of  payments  is  avoided  in  New  York  and  elsewhere.    But 
the  local  banks,  many  of  which  are  in  principle  opposed 
to  the  payment  of  interest  on  bankers'  deposits,  are  not 
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altogether  pleased  to  see  their  reserves  drained  away  by 
competitors  in  times  of  stress.  Hence  in  1884,  when  the 
issue  of  clearing-house  loan  certificates  was  authorized, 
the  equalisation  of  reserves  was  rejected,  and  since  then 
this  co-ordinate  feature  of  the  relief  measure  has  never 
been  revived.  As  a  result,  the  bankers'  banks  can  no  longer 
lay  their  hands  upon  the  reserves  of  the  local  banks.  Favor- 
able balances  at  the  clearing  house  bring  in  nothing  but 
certificates,  and  certificates  cannot  be  shipped  to  the  interior 
banks  which  are  insistently  calling  for  their  money.  Thus 
the  organisation  for  meeting  crises  has  been  less  effective 
in  recent  cases  than  in  1873.  Meanwhile,  the  New  York 
money  market  has  become  more  subject  to  severe  strains 
from  a  number  of  sources,  and  the  New  York  bankers 
have  become  more  inclined  to  accept  limitation  of  cash 
payments  as  an  unfcnrtunate  but  inevitable  concomitant 
of  crises.  ''  It  is  impossible,"  Professor  Sprague  holds, 
"  to  escape  the  depressing  conclusion  that  the  banking 
situation  in  1907  was  handled  less  skilfully  and  boldly  than 
in  1893,  and  far  less  so  than  in  1873.  No  new  elements 
of  weakness  were  disclosed,  but  no  real  effort  was  made  to 
overcome  difficulties  which  had  been  met  with  partial 
success  at  least  on  former  occasions." 

Professor  £.  W.  Kemmerer's  monograph  upon  Seasonal 
VarUitions  in  the  Retatwe  Demand  for  Money  and  Capital 
in  the  United  States  presents  the  results  of  the  most  elab- 
orate investigation  ever  made  into  this  subject.  His 
statistical  data  include  interest  rates,  statements  of  clearing- 
house banks,  receipts  and  shipments  of  currency,  prices  of 
domestic  and  foreign  exchange,  money  in  circulation,  de- 
posits of  gold  bullion  at  the  mints,  imports  and  exports  of 
gold.  Treasury  holdings  of  money  and  federal  deposits  in 
the  banks,  clearings,  bond  prices,  and  commercial  failures. 
While  the  author  lays  most  stress  upon  the  seasonal  varia- 
tions of  the  New  York  money  market,  he  also  covers  the 
money  markets  of  ChicagOi  St.  Louis,  New  Orleans,  and 
San  Francisco  as  fully  as  the  material  permits.  Whenever 
possible,  he  carries  the  tables  back  from  1908  to  1890;  but 
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in  many  cases  he  could  secure  the  necessary  information 
for  only  a  few  years.  To  separate  the  recurring  seasonal 
changes  from  the  changes  peculiar  to  single  years,  Kenmierer 
employs  averages  for  each  successive  week  or  month  of  all 
the  years  covered.  An  ingenious  system  of  index  numbers, 
in  which  each  year  is  treated  as  a  unit,  enables  him  to  mini- 
mize the  disturbing  influence  of  the  factor  of  growth.  Almost 
all  the  tables  of  the  text  are  accompanied  by  charts.  While 
the  results  serve  chiefly  to  confirm  old  opinions,  they  also 
bring  out  many  novel  details  concerning  local  differences 
in  the  seasonal  demand  for  money  which  are  interesting  to 
the  economist  and  important  to  the  banker. 

Professor  David  Einley's  Independent  Treasury  of  the 
United  States  appeared  in  1893.  The  great  changes  made 
since  that  year  in  the  methods  of  managing  the  federal  funds 
gave  the  Monetary  Commission  good  ground  for  wishing 
to  have  the  book  brought  down  to  date.  The  new  volume 
is  called  The  Independent  Treasury  of  the  United  States  and 
Its  Relations  to  the  Banks  of  the  Country.  The  central  theme 
of  the  new  sections  is  Secretary  Shaw's  various  innovations. 
While  Professor  Kinley  criticises  this  official  severely  for 
stretching  the  law  and  for  involving  the  Treasury  in  an 
entangling  alliance  with  the  banks,  he  is  not  sorry  that  the 
legislation  legalizing  Shaw's  practices  has  abolished  the 
Independent  Treasury  System  piecemeal.  As  matters 
stand,  "  the  independence  of  the  Treasury  depends  entirely 
upon  the  will  of  the  Secretary"  (p.  326).  "The  formal 
repeal  of  the  law  now  would  be  largely  perfunctory  "  (p.  207). 
But  positive  legislation  is  needed  to  perfect  some  new 
system  of  keeping  the  government's  money.  Professor 
Kinley  mentions  five  proposals:  (1)  to  extend  the  present 
system  by  authorizing  government  officers  to  pay  in  checks 
against  the  depositary  banks;  (2)  to  arrange  a  series  of 
clearing  houses  to  serve  as  depositaries;  (3)  to  set  up  a 
central  bank  for  the  purpose;  (4)  to  create  a  federation  of 
the  present  banks,  and  (5)  to  make  the  Treasury  itself  a 
government  bank.  But  he  does  not  undertake  to  decide 
which  of  theses  plans  is  best  from  the  fiscal  standpoint. 
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The  same  writer's  Use  of  Credit  Instruments  in  Payments 
in  the  United  States  ^  reports  the  results  of  an  investigation 
conducted  by  the  Comptroller's  office  under  Kinley's  super- 
vision and  modelled  on  the  well-remembered  investigation 
of  1896.  Nearly  11,500  banks  sent  in  acceptable  returns 
showing  the  proportions  of  specie,  ciurency,  and  checks  in 
deposits  amoimting  to  $688,000,000  made  on  March  16, 
1909.  Kinley  analyses  the  results  minutely,  but  it  is  suffi- 
cient to  note  his  broad  conclusions,  that  50-^%  of  retail 
trade  is  transacted  by  checks,  about  95%  of  wholesale  trade, 
and  80-^%  of  all  business.  Even  in  the  paying  of  wages 
checks  are  used  to  the  extent  of  30%,  if  the  pay-roll  data 
supplied  by  the  banks  for  one  week  may  be  relied  upon. 

^ce  its  publication  in  1900,  Mr.  James  G.  Cannon's 
Clearing  Houses  has  been  the  standard  treatise  on  the 
subject.  Hence  economists  will  welcome  the  revised  edi- 
ticm  under  the  same  title  which  Mr.  Cannon  has  prepared 
for  the  Monetary  Commission.  Among  the  most  important 
of  the  developments  since  1900  which  Mr.  Cannon  describes 
are  the  establishing  of  the  clearing  house  for  out-of-town 
checks  in  Boston,  the  appointment  of  clearing-house  exam- 
iners in  Chicago  and  elsewhere,  and  the  issue  of  clearing- 
house loan  certificates  in  1907.  His  chapter  upon  the 
latter  subject  is  perhaps  the  least  satisfactory  in  the  book. 
It  is  an  uncritical  record,  and  less  complete  than  Dr.  A.  P. 
Andrew's  article  upon  "  Substitutes  for  Cash  in  the  Panic 
of  1907." « 

The  volume  upon  Suggested  Changes  in  the  Administra- 
tive Features  of  the  National  Banking  Laws  contains  both 
the  replies  to  a  circular  letter  sent  out  by  the  Commission 


1  UnfortunAtdy,  PlrofaMor  Kiakv  did  hla  work  upon  this  moootntph  under  Mvore 
preMure.  Numerous  dleorepenelee  appear  between  the  data  given  for  the  «une  facta 
on  different  pagea.  For  example:  the  summartes  for  national  and  state  hanks  on 
p.  1S8  do  not  tally  with  the  tables  on  pp.  126~1S7,  and  these  wrong  figures  beoome 
the  basis  of  a  misstatement  In  the  text  at  the  top  of  p.  137.  Similarly,  the  summaries 
for  state  banks  and  loan  and  trust  companies,  on  p.  171,  do  not  tally  with  the  tables 
on  pp.  168  and  166.  On  p.  200,  ProfesBor  Kinley  says  that  70%  of  the  reported 
pay  rolls  were  In  cheeks,  when  he  means  to  say  in  money. 

*  Quarteily  Journal  of  Eoonomlcs,'  August,  1906. 
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in  September,  1908,  and  the  statements  made  to  the  Com- 
mission by  officials  of  the  Treasury  and  the  American 
Bankers'  Association  in  December  of  the  same  year.  The 
topics  dealt  with  are  all  matters  of  detail,  such  as  the  best 
way  of  appointing  and  paying  national-bank  examiners, 
how  loans  from  a  bank  to  its  officers  should  be  limited, 
whether  examiners  should  be  given  duplicates  of  state- 
ments of  condition  sent  to  the  Comptroller,  how  banks 
can  be  made  to  reimburse  the  Treasury  promptly  for  re- 
demption of  their  notes  so  as  to  keep  the  5%  redemption 
fund  intact,  etc.  Both  the  letters  and  the  oral  statements 
are  full  of  interest  to  one  concerned  with  the  administration 
of  banking.  The  discussion  has  already  borne  fruit  in 
more  vigorous  efforts  on  the  part  of  the  Comptroller's  office 
to  enforce  stricter  compliance  with  the  law  and  greater 
diligence  upon  the  part  of  directors. 

Two  compilations  of  banking  laws  may  also  be  dismissed 
with  a  statement  of  their  scope  —  tho  one  of  them  really 
does  fill  a  long-felt  want.  The  first  volume.  Laws  of  the 
United  States  concerning  Money,  Banking,  and  Loans,  1778- 
1909,  compiled  by  two  Treasury  officials,  Messrs.  Hunt- 
ington and  Mawhinney,  is  merely  the  latest  of  a  series 
of  compilations  of  like  scope.  In  this  book  the  laws  are 
arranged  in  chronological  order  under  four  headinips, — 
finance,  banking,  coinage?  and  paper  money.  Marginal 
summaries  facilitate  the  finding  of  matter  wanted.  For 
some  reason,  no  table  of  contents  was  provided;  but  this 
omission  has  been  remedied  by  the  issue  of  a  separate  pam- 
phlet. Convenient  as  this  collection  is,  it  does  not  alto- 
gether displace  Dimbar's  old  volume  of  laws;  for  the  latter 
contains  several  important  bills  which  failed  to  pass  Con- 
gress or  to  secure  the  assent  of  the  President. 

The  second  volume  is  a  Digest  of  Stale  Banking  Staiuies, 
prepared  by  Samuel  A.  Welldon.  The  material  is  arranged 
(1)  by  states  in  alphabetical  order,  (2)  under  each  state 
by  commercial  banks,  savings  banks,  and  trust  companies, 
and  (3)  under  each  of  these  groups  by  twelve  sub-heads, 
relating  to  the  subject  matter  legislated  upon.    The  inter- 
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pretation  of  the  statutes  by  court  decisions  has  not  been 
included,  because  of  the  great  amount  of  labor  involved 
in  such  an  undertaking.  To  secure  accuracy  the  material 
for  each  state  was  sent  to  the  supervisor  of  banking  with 
a  request  for  suggestions.  To  facilitate  comparison  between 
the  laws  of  different  states  upon  given  subjects,  the  digest  is 
preceded  by  a  tabular  siunmary.  This  volume  promises 
to  become  indispensable  to  all  who  have  to  deal  with  state 
banking;  but  in  many  detailed  uses  it  must  be  supplemented 
by  reference  to  court  decisions.  The  fact  that  Mr.  Welldon 
has  done  so  much  makes  one  wish  that  he  had  been  able 
to  do  more,  by  including  the  interpretation  as  well  as  the 
letter  of  the  laws. 

Professor  George  E.  Bamett's  State  Banks  and  Trust 
Companies  since  the  Passage  of  the  National-Bank  Act  makes 
a  valuable  companion  piece  to  Welldon's  Digest.  It  is  in 
substance  a  thoroly  revised  edition  of  the  author's  mono- 
graph of  1902,^  brought  down  to  date,  extended  to  include 
trust  companies,  and  supplemented  by  a  reprint  of  Mr. 
Thornton  Cooke's  articles  upon  ''  The  Insurance  of  Bank 
Deposits  in  the  West,"  which  appeared  first  in  the  columns 
of  this  Journal.  The  systematic  survey  of  state  legislation 
regarding  the  incorporation  of  banks,  capital,  liability  of 
stockholders,  restrictions  upon  loans,  reserves,  the  estab- 
lishment of  branches,  supervision,  and  failures,  is  followed 
by  an  account  of  the  rapid  growth  in  the  number  of  state 
banks  and  trust  companies.  Particularly  noteworthy  is 
the  discriminating  discussion  of  the  relative  advantages  to 
a  bank  of  incorporating  imder  state  and  under  national  law. 
One  factor,  however,  of  importance  in  California  and  per- 
haps elsewhere,  has  been  overlooked  —  the  unequal  burden 
of  the  taxes  imposed  upon  state  and  national  banks. 

The  statistical  material  concerning  banking  in  the  United 
States  is  presented  in  four  documents.  The  volume  of 
Statistics  for  the   United  States,  1867-1909,   compiled  by 


1  SUte  BaaldDc  In  the  United  States  alnoe  the  Paance  of  the  National  Banklnc 
Aet.  John  Hopkins  Unlrenlty  Stadlee  in  History  and  Politieal  Sclenoe,  Series  XX, 
Numbers  2,  8. 
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Dr.  A.  Piatt  Andrew  is  a  companion  ineoe  to  the  volume 
of  SiaiisticB  for  Great  BriUdn^  Germany^  and  France  de- 
scribed above.  Of  course,  most  of  the  tables  are  derived 
from,  or  based  upon,  the  reports  of  the  Comptroller  of 
the  Currency;  but  Dr.  Andrew  has  wisely  included  state- 
ments of  the  clearing-house  banks  of  New  York  and  Chicago, 
interest  and  foreign  exchange  rates  in  New  York,  domestic 
exchange  rates  on  New  York  from  interior  points,  etc. 
In  short,  the  volume  oflfers  much  the  completest  statistical 
survey  of  American  banking  to  be  had.  The  most  serious 
criticism  to  which  the  book  is  open  is  that  Dr.  Andrew  did 
not  use  the  revised  figures  for  the  stock  of  gold  in  years 
preceding  1907.^ 

Accompanying  the  statistics  is  a  folio  containing  24 
Financial  Diagrams^  printed  in  colors,  and  graphically 
illustrating  the  fluctuations  of  banking  capital,  note  cir- 
culation, interest  rates  at  home  and  abroad,  gold  move- 
ments, etc. 

Finally,  the  Commission  has  pubhshed  a  Special  Re- 
port from  the  Banks  of  the  United  States,  and  a  Supplement 
to  this  report,  showing  the  results  of  an  investigation  made 
by  the  Comptroller's  office  as  of  April  28,  1909.  The 
special  feature  which  differentiates  this  report  from  the 
regular  reports  obtained  five  times  a  year  from  the  national 
banks,  is  that  an  effort  was  made  to  get  the  completest 
possible  returns  from  state,  private,  and  savings  banks 
and  from  loan  and  trust  companies.  In  addition,  infor- 
mation was  asked  upon  certain  points  not  ordinarily  cov- 
ered—  particularly  with  reference  to  the  payment  of  in- 
terest upon  deposits.  It  turns  out  that  of  nearly  ten  billions 
of  individual  deposits  reported  by  the  commercial  banks, 
two  billions  are  savings  deposits,  and  that  six  and  a  half 
billions   are   non-savings   deposits  but   nevertheless   draw 

>  Hftvlnc  had  oocMion  to  uw  Dr.  Andrew's  annual  averages  of  the  New  Ymic 
Cleartnc-HouM  etatementa,  I  have  discovered  that  the  figures  do  not  agree  with  the 
weekly  returns  from  which  they  have  been  computed.  Not  less  than  15  oases  of 
Inoonalsteney  have  been  found  In  the  tables  for  1890-1008.  Comparison  with  the 
tables  published  in  the  Financial  Rtneto  Indicates  that  the  weekly  figures  are  correct, 
except  for  loans  in  1807,  and  that  the  errors  were  made  in  striking  the  averages. 
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interest,  while  not  much  over  one  billion  of  deposits  are 
non-interest  bearing.^ 

The  miscellaneous  publications,  which  conclude  the 
series,  cover  a  wide  range. 

Two  articles  by  practical  bankers,  Paul  M.  Warburg 
and  Lawrence  M.  Jacobs,  are  devoted  to  exploiting  the 
superiority  of  bills  of  exchange  over  promissory  notes.* 
The  courts  have  decided  that  national  banks  have  no  legal 
power  to  accept  time  bills  drawn  upon  them.  Hence 
American  bankers  have  been  prevented  from  adopting 
the  methods  current  in  Ehut)pe  of  providing  mercantUe 
credit  by  accepting  for  their  customers  bills  which  the 
customers  can  discoimt  on  the  strength  of  the  endorse- 
ment by  the  banks.  These  bank  endorsements  standardize 
the  commercial  paper  found  in  European  markets,  so  that 
it  can  be  bought  and  sold  like  graded  commodities  by  in- 
stitutions at  home  or  abroad  which  have  no  knowledge 
of  the  business  standmg  of  the  original  drawers.  The 
promissory  notes  of  this  country,  on  the  contrary,  possess 
no  such  uniformity  of  credit;  for  without  bank  endorse- 
ments their  value  remains  dependent  upon  the  credit  of 
the  miscellaneous  makers.  As  a  result,  we  have  no  public 
discoimt  market,  no  standard  discount  rate,  and  little 
chance  to  induce  European  capital  to  buy  our  commercial 
paper;  our  importers  have  to  finance  their  purchases  and 
our  exporters  their  sales  through  Europe;  our  local  banks 
cannot  secure  rediscounts  without  loss  of  standing,  our 
idle  funds  go  in  the  form  of  deposits  with  reserve  agents 
and  call  loans  to  support  stock  speculation  in  Wall  Street, 
etc.  These  vigorous  statements  by  men  familiar  with 
banking  practices  in  Europe  and  New  York  bring  into  the 
field  of  discussion  a  topic  which  has  not  received  the  con- 
sideration it  merits.  But  that  the  benefits  resulting  from 
a  legalization  of  acceptances  by  national  banks  may  be 
overrated  has  been  shown  in  these  columns  by  Professor 
Sprague.' 

>  Supplement  to  Special  Report,  p.  82. 

>  The  Dtooount  Syatem  in  Europe  and  Bank  Aoeeptanoee. 

*  Quarterly  Journal  of  Eoonomiee,  May,  1909,  vol.  zzlil,  pp.  402,  403. 
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The  Credit  of  NaHans  by  Francis  W.  Hirst,  editor  ot 
the  Economigt,  contains  scmie  references  to  local  debts, 
but  is  mainly  an  account  ot  the  national  debts  of  England, 
Germany,  France,  and  the  United  States.  F<»-  the  European 
countries  Mr.  Hirst  has  relied  chiefly  upon  the  Denk- 
sdtrifienband  zur  BeffrQndung  des  Eniwurfs  eines  Geseizes 
betr^end  Aenderungen  im  Finanzweten,  compiled  by  the 
German  Imperial  Treasury,  and  published  in  1908.  For 
the  United  States  he  has  been  content  to  use  secondary 
authorities,  such  as  the  books  of  Bolles,  White,  and  Dewey. 
One  of  the  most  interesting  facts  brought  out  by  Mr.  Hirst 
is  that  at  present  British  towns  can  borrow  more  cheaply 
than  the  Elmpire  of  Germany.  The  book  is  pleasantly 
written,  but  reveals  no  wide  research  and  no  profound 


Another  editor  of  an  English  financial  paper,  George 
Paish  of  the  Statid,  treats  The  Trade  Balance  of  the  United 
States.  His  method  is  to  run  over  the  various  items  in  the 
trade  balance  and  set  down  under  each  heading  an  estimate 
of  the  net  payments  or  receipts  by  the  United  States.  The 
scope  of  the  discussion  and  the  character  of  the  conclusions 
may  both  be  indicated  by  giving  his  results  for  the  fiscal 
year  1909.  On  merchandise  account  the  country  had 
a  credit  balance  of  $351,000,000,  which  was  raised  to 
$411,000,000  by  an  excess  of  exports  of  precious  metals  over 
imports.  On  the  other  hand,  the  country  had  debit  bal- 
ances of  $250,000,000  on  interest  account,  $170,000,000 
on  tourist  account,  $150,000,000  on  account  of  remittances 
to  friends  of  immigrants,  and  $25,000,000  on  freight  account. 
Deducting  the  total  of  these  debit  balances  —  $595,000,000 
—  from  the  credit  balance  above,  Mr.  Paish  finds  us 
with  a  net  debit  balance  of  $184,000,000,  which  was 
liquidated  by  permanent  or  temporary  investments  of 
capital  by  other  coimtries  in  the  United  States. 

It  will  be  noticed  that  several  items  included  by  other 
writers  on  the  subject  do  not  come  into  this  estimate.  Two 
are  excluded  because  Mr.  Paish  thinks  that  the  net  pay- 
ments and  receipts  approximately  cancel   each  other, — 
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money  brought  in  and  taken  out  of  the  country  by  arriving 
and  departing  immigrants,  and  the  payment  and  receipt 
of  insurance  premiums  and  policies.  But  Mr.  Paish  has 
Kttle  or  nothing  to  say  of  certain  items  which  Dietzel  and 
others  regard  as  important,  —  undervaluation  of  imports 
to  reduce  tariff  duties,  over-valuation  of  exports  to  conceal 
sales  abroad  below  the  prices  charged  to  domestic  piu:- 
chasers,  profits  or  losses  by  foreigners  on  purchases  and 
sales  of  American  securities,  etc.  The  one  thing  which  all 
such  studies  make  clear  is  that  estimates  of  the  trade  balance 
are  subject  to  a  broad  margin  of  error.  But  the  one  thing 
which  Mr.  Paish  most  wants  to  establish  is  that  the  United 
States  should  create  a  central  bank,  in  order  that  it  may 
obtain  the  gold  it  requires  with  less  distiurbance  to  commerce. 

The  imsigned  volume  of  Notes  an  the  Postal  Savings-bank 
Systems  of  the  Leading  Countries  covers  a  wider  field  than 
the  title  suggests.  For  once  Sierra  Leone,  British  Guiana, 
Formosa,  and  a  dozen  powers  of  equal  magnitude  might  take 
rank  among  the  leading  nations.  Geographically  the  work  is 
exhaustive.  Not  so  much  can  be  said  for  it  upon  the  sys- 
tematic side.  The  subjects  treated  are  the  history  and 
organisation  of  postal  savings-bank  systems,  the  conditions 
under  which  funds  may  be  withdrawn,  the  cost  of  adminis- 
tration, and  the  rate  of  growth  as  shown  by  statistics.  More 
than  half  of  the  128  pages  are  devoted  to  replies  made  by 
American  consuls  to  a  questionnaire  —  not  the  best  sort  of 
material. 

One  of  the  first  acts  of  the  Monetary  Commission  was 
to  ask  the  Secretary  of  the  Treasury  to  detail  Mr.  J.  O. 
Manson,  Chief  of  the  Division  of  Accounts,  Redemption, 
and  Issues,  to  prepare  a  report  on  the  Fiscal  Systems  of 
the  United  States,  England,  France,  and  Germany.  Mr. 
Manson  went  to  Europe  and  conferred  in  London,  Paris, 
and  Berlin  with  executive  officials  charged  with  the  super- 
vision of  receipts  and  expenditures.  His  report  is  concise 
and  systematic,  tho  less  detailed  with  reference  to  other 
countries  than  with  reference  to  England.  A  discussion 
of  methods  of  balancing  the  budget  —  the  weakest  point  of 
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our  federal  finance  —  did  not  come  within  the  scope  of  his 
inquiry.  Perhaps  the  most  important  difference  which  he 
brings  out  between  the  American  and  European  systems 
is  the  fuller  use  of  banks  by  foreign  governments  in  keeping 
and  transferring  funds,  receiving  payments,  and  making 
disbursements. 

Another  side  of  the  Commission's  work  is  represented 
by  the  report  of  Interviews  an  the  Banking  and  Ciarency 
Systems  of  England,  Scoilandy  France,  Germany,  SuriUerland, 
and  Italy  and  its  pendant,  Interviews  on  the  Banking  and 
Currency  Systems  of  Canada,  These  volumes  contain  the 
information  gamed  from  leading  foreign  bankers  by  repre- 
sentatives of  the  Monetary  Commission  who  visited  Europe 
in  1908  and  Canada  in  1909.  Senator  Aldrich  has  intimated 
that  the  Commission  profited  greatly  by  these  personal 
inquiries.  But  the  reader  who  is  to  do  Ukewise  must  possess 
patience.  There  are  few  arrangements  of  material  so 
unsystematic  as  that  produced  by  stenographic  reports 
of  conversations.  Matters  of  interest  may  be  brought  out; 
but  unless  the  interviews  have  been  planned  in  advance 
with  the  greatest  care,  the  reader  must  spend  almost  as 
much  time  as  the  investigator  in  getting  his  information. 
A  digest  woidd  have  been  better  than  a  stenographic  report. 
The  volumes  are  published  without  even  indexes. 

One  passage  may  be  pointed  out,  because  few  wiU  read 
far  enough  to  find  it.  In  interviewing  officials  of  the  Reichs- 
bank,  some  member  of  the  Commission  mentioned  the 
charge  made  here  and  in  England,  that  Berlin  is  not  a 
free  market  for  gold,  because  in  times  of  stress  the  Reichs- 
bank  suggests  to  other  banks  that  it  is  not  agreeable  to 
have  gold  exported.  The  answer  of  the  Germans  was 
positive  indeed.  ''  It  never  has  been  the  case  and  never 
will  be  the  case  that  any  such  suggestion  has  been  made 
by  the  Reichsbank  to  anybody.  If  it  happened  during 
the  last  crisis  that  some  of  the  banks  refused  to  export 
gold,  that  was  done  for  wrongly  understood  patriotic  reasons. 
The  Reichsbank  is  not  in  favor  of  such  measures  and  it 
is  very  sure  that  such  a  thing  will  not  happen  again."  ^ 

>  p.  358. 
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Last  comes  the  Suggested  Plan  for  Monetary  LegisUdion 
submiUed  to  the  National  Monetary  Commission  by  Hon. 
Nelson  W.  Aldrich.  While  the  Chainnan  does  not  propose 
to  imitate  any  of  the  banking  systems  described  in  the 
preceding  publications,  he  has  fonnulated  his  suggestions 
''  in  the  light  of  the  great  mass  of  information  which  the 
Commission  has  gathered/'  Continued  use  of  this  infor- 
mation must  be  made  both  by  the  Commission  in  elabora- 
ting its  bill  and  by  all  who  take  serious  part  in  the  discussion 
of  that  measure.  Whatever  may  be  the  legislative  outcome 
of  the  Commission's  labors,  it  has  already  performed  a 
notable  service  by  gaining  fresh  and  diffusing  old  knowledge 
of  the  subjects  with  which  it  deals. 

Wesley  C.  Mitchell. 

UnIVSHBITT  of  CALrFOBNlA. 


RECENT   PUBLICATIONS   ON   WOMEN   IN 

INDUSTRY 

The  economic  status  of  women  in  industry  has  aroused 
much  interest  during  the  past  few  years.  The  studies  of 
the  subject  which  have  resulted  will  do  much  toward  aiding 
in  the  solution  of  the  many  perplexing  questions  connected 
with  women's  wages,  technical  efficiency,  and  working 
conditions,  and  the  special  legislation  which  should  be 
adopted  to  secure  the  greatest  social  benefit.  The  publi- 
cations with  which  the  present  review  deals  ^  supplement 

>  Women  In  Indiwtnr:  A  Study  In  American  Eoonomle  HMcvy.  By  Edith 
Abbott.  With  an  Introduetoiy  note  by  Sophonlaba  P.  Breoldnridte.  (New  Totk 
and  London:  D.  Appleton  and  CSo.,  1010,  pp.  X3dl,  400.) 

Wate-Earnlnc  Women.  By  Annie  Marion  MaoLean.  With  an  Introduetkm 
by  Graoe  H.  Dod<e.  The  Clttaens'  Dbraiy  of  Eoonomioa,  Polltloa,  and  Sodology, 
edited  by  Richard  T.  Ely.  (New  York:  The  MaomlUan  Co.,  1010,  pp.  zv,  202. 
$1.26  net.) 

Women  and  the  Trades.  By  Elisabeth  Beardeley  Butler.  Ruwell  Sage  Founda- 
tion Publication.    (New  York:  Charities  Publication  Committee,  1000,  pp.  440.) 

Women's  Trade  Union  Movement  in  Great  Britain.  By  Kathnrtne  (Srayes 
Busbey.    Bulletin  of  the  Bureau  of  Labor,  July,  1000. 

The  Economic  Position  of  W<Mnen.  A  symposium  by  eighteen  contrlbuton,  cod- 
sistinc  of  studies  on  the  history  of  women's  work  in  the  United  States,  problems  of 
women  in  industry,  sodal  action,  and  a  bibliography  of  books  in  the  English  language 
on  women  in  industiy.  Proceedings  of  the  Academy  of  Political  Sdenoe  f<w  October, 
1010.     (New  Yoik:  Columbia  Uniyersity,  pp.  103.) 

Report  on  Condition  of  Woman  and  Child  Wage-Eaners  in  the  United  States. 
In  nineteen  volumes.  Prepared  under  the  direction  of  Chas.  P.  Nelll,  Commlsrtnner 
of  Labor.  (Washington,  1010.)  —  The  first  three  volumes  are  being  distributed. 
Volumes  TV  to  XII  are  in  type  and  are  Issuing  from  the  printing  office  as  rapidly  as 
the  work  can  be  handled.    The  titles  of  volumes  I  to  XII  are  as  foUows:  — 

Volume        I.  —  (Cotton  Textile  Industiy,  pp.  1044. 
II.  —  The  Clothing  Industry,  pp.  878. 
III.  —  The  Glass  Industiy.  pp.  070. 
rv.  —  The  Silk  Industry. 

V.  —  Wage-Earning  Women  in  Stores  and  Factories. 
VI.  —  The  Beginnings  of  Child  Labor  Legislation  In  Certain  States: 

A  Comparative  Study. 
VII.  —  Conditions  under  which  Children  Leave  School  to  go  to  Woik. 
Vin.  —  Juvenile  Delinquency  and  its  Relation  to  Employment. 
IX.  —  Hlstoiy  of  Women  in  Industiy  in  the  United  SUtes. 
X.  —  History  of  Women  in  Trade  Unions. 
XI.  —  Employment  of  Women  in  Metal  Trades. 
XII.  -—  Employment  oi  Women  in  Laundries. 

The  most  Important  of  the  remaining  volumes  will  treat  of  the  Relation  of  Oeeu- 
pation  and  Oimlnality  of  Women,  Causes  of  Death  among  Woman  and  Child  (Toiton 
Mill  Operatives,  and  Employment  of  Women  and  Infant  Mortality. 

004 
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each  other  admirably.  Miss  Edith  Abbott's  Women  in 
Industry  is  a  study  of  ''  the  history  and  statistics  of  the 
employment  of  women  in  America  "  from  colonial  times 
to  the  present;  Miss  Elizabeth  B.  Butler's  Women  and 
the  Trades  presents  the  findings  of  the  Pittsburgh  Survey 
in  regard  to  the  women  employed  for  wages  in  mercantile 
and  manufacturing  establishments  of  Pittsburgh;  Miss 
Annie  M.  MacLean's  Wage-Earning  Women,  undertaken 
at  the  instance  of  the  Young  Women's  Christian  Associa- 
tion, deals  with  the  conditions  of  women's  work  in  various 
industries  and  in  various  parts  of  the  United  States,  giving 
especial  attention  to  welfare  and  betterment  work;  the 
first  three  volumes  of  the  Bureau  of  Labor's  Report  on 
Condition  of  Woman  and  Child  Wage-Earners  in  the  United 
States  are  exhaustive  inquiries  into  the  cotton  textile, 
the  men's  ready-made  clothing  and  the  glass  industries; 
Katherine  G.  Busbey's  study  in  the  Bulletin  of  the  Bureau 
of  Labor  for  July,  1909,  deals  with  the  history  and  present 
status  of  The  Women's  Trade  Union  Movement  in  Oreat 
Britain;  and  the  Proceedings  of  the  Academy  of  Political 
Science  of  New  York  City  for  October,  1910,  contain  a 
symposium  on  the  numerous  topics  connected  with  The 
Economic  Positian  of  Women. 

Women  in  Industry  is  a  careful  and  valuable  study  in 
economic  history.  Miss  Abbott  shows  conclusively  ''  that 
women  have  been  from  the  beginning  of  our  history  an 
important  factor  in  American  industry  "  (p.  317).  Both 
the  facts  of  industrial  history  and  the  available  statistics 
go  to  show  that  there  has  been  no  ''woman's  invasion." 
The  result  of  Miss  Abbott's  statistical  inquiry  ''  was  to 
show  that,  while  the  present  tendency  was  toward  an  in- 
crease in  gainful  employment  among  women,  that  increase 
had  been  only  normal,  considering  the  rate  of  increase  in 
the  population,  in  the  group  of  industrial  occupations  desig- 
nated in  the  census  as  '  manufacturing  and  mechanical 
pursuits,'  while  there  had  been  a  disproportionately  large 
increase  only  in  the  occupational  group  '  trade  and  trans- 
portation ' "  (p.  xiii). 
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Miss  Abbott  considers  separately  the  history  of  the  five 
industries  which  employ  the  largest  numbers  of  women,  t.  e. 
textiles,  clothing,  tobacco  and  cigars,  boots  and  shoes,  and 
printing  and  publishing. 

It  is  a  more  or  less  conmion  impression  that  working 
conditions  are  much  worse  now  than  they  were  seventy- 
five  or  a  hundred  years  ago.  For  instance,  Miss  MacLean 
says  ^  that  ''  the  semi-idyllic  conditions  of  the  early  New 
England  cotton  mill  have  given  way  to  a  S3rstem  brutalized 
by  greed  and  the  exigencies  of  modem  industry."  Miss 
Abbott  presents  abundant  data,  however,  to  support  her 
conclusion  that  ''  conditions  of  work  in  the  cotton  mills 
of  the  first  half  of  the  nineteenth  century  were,  in  fact, 
far  from  being  as  superior  as  the  early  body  of  operatives  " 
(p.  125).  The  mills  were  very  unsanitary  and  badly  con- 
structed, the  working  day  was  notoriously  long,  being 
from  12  to  14  hours,  and  the  wages  were  low.  In  Fall 
River  the  working  day  began  at  5  a.m.  and  did  not  end 
until  7.30  P.M.  Of  284  woman  employees  in  the  Wal- 
tham  Mills  in  1821  only  one  received  over  $4  a  week,  while 
218  received  under  $3  (p.  278).  The  reason  that  the  fac- 
tories of  the  present  impress  the  visitor  less  favorably  than 
those  of  fifty  or  seventy  years  ago  is  because  of  "  substitu- 
tion of  immigrant  operatives  for  the  educated  New  England 
women  who  first  filled  the  mills"  (p.  146).  Miss  Abbott 
finds  that  in  the  manufacture  of  cotton  goods,  which  is  the 
most  important  woman's  industry,  "  the  women  are  being 
slowly  displaced  by  men  "  (p.  104)  and  that ''  cotton  manu- 
facture now  employs  a  relatively  smaller  proportion  of  the 
total  number  of  women  in  the  country  than  formerly  " 
(p.  105). 

The  boot  and  shoe  industry,  unlike  the  cotton  industry, 
has  not  always  employed  women.  In  colonial  times  it  was 
purely  a  man's  employment,  but  during  the  first  half  of 
the  nineteenth  century  women  became  an  important  factor, 
and  since  the  introduction  of  modem  machinery  woman's 
work  has  become  increasingly  important.    Immigrant  labor 

^  Wage-Eftrnliig  Women,  p.  11. 
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has  not  replaced  native  labor  in  this  industry  as  it  has  in 
cotton  textiles.  The  reasons  given  by  Miss  Abbott  are 
that  the  work  is  more  skilled,  that  the  wages  are  higher, 
and  that  America  has  been  a  pioneer  and  has  therefore 
been  compelled  to  educate  its  own  labor  force.  In  the 
cigar-making  industry,  the  introduction  of  machinery  and 
mechanical  devices  has  led  to  such  a  great  increase  in  the 
number  of  women  employed  as  ''  to  indicate  its  tendency 
to  develop  into  a  '  women's  industry '  "  (p.  186).  An 
unusually  large  percentage  of  foreign-bom  and  married 
women  are  employed.  In  the  clothing  trades  Miss  Abbott 
finds  an  opposite  tendency  in  the  employment  of  women. 
**  The  tendency  of  the  last  quarter  century  in  the  industry 
has  been  toward  an  increase  in  the  proportion  of  men  and 
a  corresponding  decrease  in  the  proportion  of  women  em- 
ployed "  (p.  231).  The  invasion  of  Russian  Jews  into  the 
industry  is  given  as  the  chief  reason  for  this  decrease.  "  The 
clothing  industry  has  been  more  affected  than  any  other 
trade  in  this  country  by  successive  waves  of  immigration  " 
(p.  230). 

Altho  the  work  of  the  printing  trades  has  been  char- 
acterised as  being  "  peculiarly  women's  work  "  and  altho 
there  were  37,000  women  employed  in  the  printing  trades 
in  1905,  "  yet  printing  has  never  been  a  trade  which  women 
have  made  their  own  "  (p.  250).  This  has  probably  been 
due  to  the  policy  of  the  printers'  union  in  combating  the 
entrance  of  women  into  the  trade.  In  1872  the  union 
adopted  the  policy  of  ''  admitting  women  to  full  member- 
ship in  local  imions  and  demanding  for  their  labor  the  same 
price  paid  to  men  "  (p.  254).  Since  women  ''  are  not  as 
efficient  as  men  and  at  present  there  is  no  direct  path  of 
efficiency  open  to  them  "  (p.  260),  this  policy  means  that 
men  printers  are  employed  in  preference  to  women  at  the 
union  scale.  The  union  policy  was  adopted  ''  to  protect 
the  wage  scale,  not  to  encourage  women  to  enter  the  trade  " 
(p.  260). 

As  to  the  relation  between  wages  received  by  men  and 
by  women  Miss  Abbott  points  out  "  that  the  median  rates 


598  QUARTERLY  JOURNAL  OF  ECONOMICS 

given  in  the  Dewey  report  show  that  in  '  all  industries ' 
the  median  rate  for  women  is  fifty-three  per  cent  of  the 
rate  for  men;  that  in  the  tables  which  have  been  given  for 
the  different  industries,  the  women's  median  wage  is  uni- 
formly lower  than  the  men's,  varying,  in  fact,  from  one- 
third  in  the  printing  trade  to  approximately  three-fourths 
(seventy  per  cent)  in  the  cotton  industry  "  (p.  312).  How- 
ever, as  Miss  Abbott  truly  says,  the  wages  of  men  and  of 
women  are  not  really  comparable.  Her  study  of  the  cotton, 
boots  and  shoes,  men's  clothing,  cigar-making,  and  printing 
industries  shows  that  women  are  doing  less  skilled  work 
than  men.  Miss  Abbott  subscribes  to  Mr.  Webb's  theory 
"  that  the  woman  is  poorly  paid,  in  part  at  least,  because 
she  is  inefficient  and  is  doing  work  which  is  less  skilled  than 
that  done  by  men."  This  theory  receives  striking  con- 
firmation by  the  Bureau  of  Labor  Report^  to  be  considered 
later. 

Women  and  the  Trades  is  a  study  of  the  working  conditions 
in  the  industries  and  trades  of  Pittsburgh  which  employ 
women.  Each  of  448  shops  and  factories  was  visited  and 
data  were  secured  from  employers,  employees,  and  other 
persons  familiar  with  the  trade.  The  conditions  in  each 
trade  and  industry  are  discussed  separately.  Miss  Butler 
gives  an  interesting  picture  of  the  conditions  of  employ- 
ment of  women  in  this  great  non-union  industrial  center. 

The  wage  statistics  collected  are  illuminating.  A  sum- 
mary of  the  rates  of  wages  received  by  22,185  women  in 
twenty-seven  different  trades  (p.  338)  shows  that  62  per 
cent  receive  less  than  $7  per  week,  21  per  cent  from  $7  to 
$7.99,  and  17  per  cent  receive  $8  or  over.  Of  the  7640 
women  in  mercantile  employment,  73  per  cent  receive 
less  than  $7  per  week.  Miss  Butler  says  that  not  one  of 
the  working  women  or  others  interviewed  ''  was  willing  to 
consider  S6  a  living  wage.  They  agreed  that  the  minimum 
below  which  a  working  girl  cannot  live  decently  and  be 
self-supporting  in  Pittsburgh  is  $7  a  week  "  (p.  346).  When 
we  consider  that  the  figures  quoted  are  rates  and  not  earn- 
ings, that  many  of  the  occupations  are  seasonal,  and  that 
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nearly  all  have  their  dull  seasons  lasting  several  weeks, 
we  can  appreciate  something  of  the  economic  pressure 
felt  by  these  working  girls.  The  stock  reason  of  the  employer 
for  the  pa3anent  of  such  low  wages  is  that  the  girls  depend 
upon  their  families  for  support.  Miss  Butler  quotes  a  box 
manufacturer  who  says,  ''  We  try  to  employ  girls  who  are 
members  of  families  for  we  don't  pay  the  girls  a  living  wage 
in  this  trade "  (p.  346).  Again,  she  found  that  ''  it  is 
assumed  that  shop  girls  are  only  partly  selfnsupporting 
and  need  only  work  for  pin-money  "  (p.  346).  No  direct 
evidence  was  taken  in  Pittsburgh  as  to  the  percentage  of 
woman  workers  who  depend  upon  families  for  part  of  their 
support  but  the  indirect  evidence  indicates  that  it  is  almost 
negligible.  The  direct  evidence  obtained  by  Miss  Mac- 
Lean  (quoted  later),  and  the  data  given  on  family  conditions 
and  income  in  the  Bureau  of  Labor  Report,  substantiate 
this  conclusion.  The  social  disaster  to  which  the  pin- 
money  theory  often  leads  is  illustrated  by  the  following 

case,  one  of  several  cited  by  Miss  Butler:    '' Enuna 

was  employed  in  a  waist  department  at  $5  a  week.  She 
had  no  friends  in  the  city,  but  sent  money  home  to  her 
people  and  paid  board.  At  the  end  of  six  months  she 
became  an  occasional  prostitute;  after  a  year  was  dis- 
charged by  the  firm  "  (p.  306). 

Payment  by  the  piece  is  the  rule  in  Pittsburgh  factories. 
Numerous  instances  are  given  where  the  piece  rate  was  cut 
after  the  girls  had  reached  their  maximum  speed  and  had 
secured  earnings  approximating  $1.50  a  day  (pp.  218  and 
263).  Much  evidence  of  over-speeding  is  given.  A  mana- 
ger of  a  large  stogy  factory  holds  that  in  his  industry  "  No 
girl  can  keep  up  her  pace  more  than  six  years  "  (p.  96). 
Miss  Butler  concludes  that  the  stogy  industry  "  is  taking 
young,  undeveloped  girls,  lifting  their  speed  to  the  highest 
pitch  and  wearing  them  out "  (p.  96).  In  telephone  work 
"  the  life  of  an  operator  "  was  given  by  the  managers  to  be 
from  eighteen  to  twenty  months  in  one  company  and  fifteen 
months  in  the  other  (p.  291).  It  would  seem  that  under 
the  present  industrial  system  the  union  is  the  only  effective 
means  of  raising  wages  and  eliminating  over-speeding. 
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A  ten-hour  working  day  is  the  rule.  Over-time  and 
night  work  are  common  in  many  industries,  such  as  laundry 
work,  canning,  and  confectionery.  The  conditions  sur- 
rounding workers  in  laimdries,  bakeries,  the  garment  trades, 
lacquering  of  metal,  etc.,  were  found  to  be  unhygienic  and 
unsanitary  in  many  instances.  The  favorable  conditions 
in  certain  factories  showed  that  work  need  not  be  carried 
on  in  a  manner  unhealthfui  to  the  employees.  In  many 
factories  the  machinery  is  not  properly  guarded  and  the 
inevitable  accidents  happen  (p.  234).  It  is  evident  that 
Pittsbiu*gh  needs  more  stringent  government  supervision 
of  factories  and  employer's  liability  laws. 

Miss  Butler  finds  that  women  working  in  the  same  trades 
as  men  earn  about  half  the  wages.  However,  her  analysis 
of  the  work  of  the  two  sexes  leads  her  to  agree  with  Miss 
Abbott  "  that  women  and  men  tend  to  separate  into  non- 
competing  groups.  They  rarely  work  together  on  the  same 
wage  level,  or  at  identical  work." 

The  data  upon  which  Wage-Earning  Women  is  based 
were  collected  by  forty  volunteer  investigators  under  the 
direction  of  Miss  MacLean.  "  The  investigation  dealt 
with  women  in  widely  scattered  regions  from  New  York 
City  to  the  Pacific  coast,  including  typical  mill  towns  in 
New  England  and  New  Jersey,  the  mining  regions  of  Penn- 
sylvania, the  great  industries  of  Chicago,  certain  small 
cities  of  Michigan,  and  the  great  Middle  West  with  develop- 
ing manufacturing  interests,  and  the  seasonal  work  of 
picking  hops  in  Oregon,  and  picking,  drying,  packing,  and 
canning  fruit  in  California  "  (p.  3).  The  study  is  valuable, 
therefore,  chiefly  for  its  snap-shot  pictures  of  women  at 
work  and  for  the  incidental  information  which  was  not 
secured  by  the  Labor  Bureau  investigation. 

The  data  gathered  in  New  York  City  and  New  Jersey 
indicate  that  the  typical  working  girl  is  unmarried,  is  about 
20  years  old,  earns  at  a  rate  not  over  $7  a  week,  and  Uves 
at  home  but  pays  board  or  contributes  to  the  family  support. 
A  summary  of  the  results  for  New  York  City  and  New 
Jersey  follows :  — 
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New  York  City 

1476  working  women  were  canvassed. 
45%  earn  less  than  $7  a  week 
91%  are  single 

79%  are  under  25  years  of  age 
88%  live  at  home 

95%  of  those  living  at  home  contribute  to  family 
support. 

New  Jebset 

824  workers  in  the  silk  mills  and  potteries  of  four  cities 
were  canvassed. 
47%  earned  less  than  $7  a  week 
78%  are  under  25  years  of  age 
87%  live  at  home 
92%  of  those  living  at  home  contribute  to  family 

support 
Only  22  paid  nothing  for  board  at  home. 

It  will  be  noticed  that  45%  in  New  York  and  47%  in 
New  Jersey  were  reported  to  "  earn  less  than  $7  a  week." 
These  ''  earnings  "  are,  apparently,  "  rates  of  pay."  The 
schedules  used  by  the  canvassers  asked  for  the  "  average 
wage."  Such  a  question  leads  to  inexact  answers  and  is 
contrary  to  good  statistical  practice. 

In  the  fruit  industries  of  California  it  was  said  to  be 
common  for  mothers  with  young  babies  to  continue  work- 
ing in  order  to  take  advantage  of  the  busy  season.  "  A 
seeder  was  found,  who  had  a  baby  just  three  days  old. 
Now  and  then  the  young  mother,  hot  and  excited,  stopped 
long  enough  to  nurse  the  baby  when  it  was  brought  to  her  " 
(p.  126).  The  injurious  social  effects  of  work  imder  such 
conditions  need  only  be  stated  in  order  to  be  recognized. 

The  first  three  volumes  issued  by  the  Bureau  of  Labor 
on  Woman  and  Child  Wage-Earners  in  the  United  States 
set  a  very  high  standard  of  excellence  for  the  series,  which 
18  to  be  completed  in  nineteen  volumes.    The  investigation 
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of  the  cotton  industry  covered  32%  of  the  total  number 
of  operatives  of  four  states  in  New  Eng^d  and  six  states 
in  the  South.  These  states  had,  in  1908,  85.8  p^  cent  of 
the  spindles  of  the  entire  country.  The  investigation  of  the 
men's  ready-made  clothing  industry  covered  29.7%  cS  the 
employees  in  the  five  cities  leading  in  the  manufacture, 
namely,  New  York,  Chicago,  Baltimore,  Philadelphia,  and 
Rochester.  These  cities  manufacture  68.3%  of  the  total 
value  of  men's  ready-made  clothing  made  in  the  United 
States.  In  the  glass  industry  three-fourths  of  the  factories 
in  operation,  emplo3ring  70%  of  all  women  and  child  glass 
workers  in  the  United  States,  were  included  in  the  study. 

The  investigations  were  carried  on  by  special  agents 
who  visited  the  various  establishments  and  interviewed 
the  employees.  The  earnings  and  hours  of  work  of  each 
employer  were  obtained  from  the  pay  rolls.  Information 
was  also  obtained  concerning  the  age,  conjugal  condition, 
nativity,  and  race  of  a  large  number  of  workers.  Care 
was  taken  to  verify  the  ages  of  the  younger  children  em- 
ployed. Detailed  information  was  obtained  in  regard  to 
the  living  conditions  of  over  two  thousand  families  in  each 
industry.  General  tables  give  the  number  and  conjugal 
condition  of  employees  by  years  of  age,  or  age  group,  classi- 
fied weekly  earnings  in  dollar  groups  by  age  and  sex,  family 
income  with  source  of  same,  literacy  and  sehool  attoidanoe, 
and  the  economic  condition  of  families  having  ehikhen  or 
woman  members  at  work.  An  intimate  picture  is  drawn 
of  each  industry.  Data  are  presented  of  a  kind  hitherto 
not  available,  such  as  that  on  the  relation  between  age 
and  wage.  The  investigations  seem  to  have  been  as  careful 
as  they  were  extensive,  and  tho  the  tables  of  the  various 
volumes  are  not  quite  comparable,  the  text  is  well  written 
and  arranged.  In  the  following  I  will  limit  myself  to  con- 
sideration of  some  of  the  important  results  bearing  on  the 
conditions  of  woman  workers. 

In  the  cotton  textile  industry  the  report  notes  that  there 
has  been  a  displacement  of  women  by  men  and  that  ''  the 
period  of  greatest  increase  in  the  total  number  of  employees 
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in  the  cotton  industry  marked  the  greatest  fall  in  the  pro- 
portion of  women.  .  .  .  These  facts  suggest  that  the 
industry  has  developed  so  rapidly,  particularly  between 
1890  and  1900,  that  women  could  not  be  obtained  in  suffi- 
cient number  to  fill  the  demand  for  new  employees  ..." 
(pp.  32,  33).  The  history  of  the  industry  in  the  South 
supports  this  theory.  In  the  men's  ready-made  clothing 
industry  the  unsatisfactory  statistics  available  indicate 
that  women  have  been  displaced  by  men,  especially  during 
the  period  of  the  development  of  the  shop  system,  extreme 
division  of  labor,  and  the  introduction  of  power  machines. 
In  hand  work  ''  only  the  inferior  and  more  poorly  paid  work 
was  left  to  women  "  (p.  495).  In  the  glass  industry  there 
was  a  marked  increase  in  the  number  of  women  employed 
during  the  period  1880-1900,  but  the  census  of  1905  showed 
a  slight  decrease.  At  present  women  over  16  constitute 
but  6%  of  the  total  number  of  employees  in  the  industry. 
The  differences  between  the  wages  paid  male  and  female 
workers  in  the  cotton  and  ready-made  clothing  industries 
are  evident  from  Charts  I,  II,  and  III.^  Only  those  occu- 
pations are  taken  in  which  men  and  women  compete.  In 
each  case  wage  groups  are  marked  off  on  the  horizontal 
and  the  percentages  of  males  or  females  earning  the  wages 
indicated  appear  as  ordinates.  In  each  graph  the  sum  of 
the  ordinates  equals  100%.  The  average  number  of  hours 
worked  by  the  employees  in  each  of  the  lowest  two  or  three 
groups  was  considerably  bdow  the  normal.  The  median 
wage  for  females  in  New  England  cotton  mills  is  in  the 
group  16  to  16.99,  for  males  in  the  group  17  to  $7.99.  In 
southern  cotton  mills  the  median  for  both  males  and  females 
comes  in  the  group  $4  to  $4.99  Considering  only  operatives 
16  years  and  over  in  New  England  mills  the  median  weekly 
earnings  for  6492  m&les  is  computed  to  be  $7.58,  and  the 
median  weekly  earnings  for  13,744  females  is  computed 
to  be  $6.78.  Women's  earnings  are,  therefore,  neariy  90% 
of  men's  earnings  in  competing  occupations  in  cotton  mills. 
Including  only  those  21  years  and  over  the  medians  are 

I  The  charts  have  been  prepared  by  the  rerlewer;  they  are  not  In  the  iUpmi. 
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in  the  following  groups:  $8  to  $8.99  for  men  and  $7  to 
S7.99  for  women  in  New  £!ngland,  and  S6  to  $6.99  for  men 
and  $5  to  $5.99  for  women  in  the  South. 


Per  cent  of  employees  (in  occupations  in 
which  men  compete  with  women  or  children) 
10  years  of  age  and  over  earning  classillea 
amomits  in  a  representative  week  in  the  estab- 
lishments investigated  making  men's  ready- 
made  clothing,  by  sex. 
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The  earnings  of  men  and  of  women  in  the  clothing  indus- 
try are  not  quite  comparable  because  '^  certain  occupations 
which  are  left  entirely  to  women  in  some  cities  are  almost 
entirely  monopolized  by  men  in  other  cities "  (p.  123). 
Chart  III  shows  the  strikingly  different  wage  curves  for 
the  two  sexes.  Median  weekly  earnings  of  men  are  from 
$3  to  $5  more  (depending  on  the  city)  than  they  are  for 
women.  The  reason  given  for  this  great  difference  is  that 
'^  most  of  the  women  have  left  the  shop  before  the  age  when 
experience  and  skill  permit  the  highest  earnings  "  (p.  147). 
'^  Taking  conditions  most  favorable  to  the  labor  force  — 
steady  work  and  a  year  of  high  industrial  activity  —  the 
maximum  yearly  earnings  for  women  16  years  of  age  and 
over  in  Chicago  are  found  to  average  a  little  over  $8  per 
week  and  in  Philadelphia  about  $6  per  week  "  (p.  172). 
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Chart  IV  gives  the  percentages  of  women  receiving  the 
indicated  actual  earnings  and  rates,  in  the  finishing  depart- 
ment of  glass  factories.  There  are  no  comparable  figures 
for  males,  since  few  men  compete  with  women  in  this  depart- 
ment. The  median  of  the  actual  earnings  is  in  the  group 
$4  to  $4.99;  the  median  of  the  rates  is  in  the  group  $5  to 
$5.99.  Eighty-four  per  cent  of  the  women  receive  rates 
less  than  $7  per  week. 
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Full  time  (mtes)  And  actn- 
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Examination  of  the  wage  data  classified  according  to  age 
of  the  employees  shows  that  there  are  striking  age  differences 
between  the  two  sexes.  In  the  cotton  industry  female 
employees  16  to  20  years  of  age  ''  constituted  30.8  per  cent 
of  all  females  in  New  England  and  34.8  per  cent  of  all  in 
the  South  "  (p.  44).  The  corresponding  figures  for  males 
are  26.4  per  cent  in  New  England  and  21.7  per  cent  in  the 
South.  Statistics  furnished  by  the  Massachusetts  Bureau 
show  that  50.3  per  cent  of  the  female  cotton  op^tttives 
in  the  state  are  in  the  age  group,  '^  16  and  less  than  25  jrears." 
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Comparative  figures  for  males  are  not  given.  In  the  ready- 
made  clothing  industry  out  of  11,685  female  workers  52.1% 
were  under  21  years,  while  of  5812  male  workers  only 
23.7%  were  under  21  years  of  age  (p.  36).  This  great 
difference  in  ages,  with  its  consequent  difference  in  experi- 
ence and  skill,  goes  far  to  explain  the  difference  in  wages 
received  by  the  two  sexes.  In  New  England  cotton  miUs 
the  percentages  of  males  and  of  females  according  to  age 
earning  less  than  $8  per  week  are  about  the  same  until  we 
reach  the  group  '^  21  and  over  "  when  they  are  43.2  and 
60.8,  respectively.  In  the  South  the  percentages  of  males 
and  of  females,  by  age,  eammg  less  than  $6  per  week  differ 
very  little  from  each  other  until  we  reach  the  group  ''  18  to 
20  years  "  when  they  are  56.0  and  72.5,  respectively.  In 
the  ready-made  clothing  industry  the  great  difference  in 
earnings;  as  shown  by  Chart  III,  is  likewise  to  be  explained 
by  the  fact  that  ''  most  of  the  women  have  left  the  shop 
before  the  age  when  experience  and  skill  permit  the  highest 
earnings  "  (p.  147). 
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The  mediuMof  the  weekly  rates 
of  2480  women  employed  in  iucan- 
dencent  electric  lump  establish- 
ments, by  age. 
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Chart  V,  again,  shows  the  variation  of  wages,  classified 
by  age,  of  2430  women  employed  in  incandescent  electric 
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light  establishments.  Ages  are  measured  on  the  horiaontal 
and  median  wages  of  the  age  groups  on  the  vertical.  There 
is  a  rapid  rise  from  age  16  to  age  20,  a  gradual  rise  from  age 
20  to  age  24,  and,  finally,  a  fall  from  age  24  to  the  group, 
45  and  over,  when  the  17  year-old  wage  level  is  nearly  reached. 
In  the  finishing  departments  of  glass  establishments  74.2% 
of  the  women  employed  are  from  16  to  24  years  of  age  and 
in  incandescent  electric  light  establishments  83%  of  women 
employees  are  in  this  age  group.  This  whde  anal3rBis  goes  to 
show,  then,  that  a  very  large  part  of  the  difference  between  the 
wages  of  men  and  women  is  due  to  the  inefficiency  and  lack 
of  skill  of  women,  which  in  turn  are  due  to  the  inexperience 
of  younger  age  and  shorter  working  life. 

A  further  effect  of  woman's  short  stay  in  industry  is  that 
she  tends  to  monopolize  the  unskilled  trades.  The  three 
volumes  of  the  Labor  Bureau  Report  give  much  evidence 
to  support  the  theory  that  men  and  women  tend  to  form 
non-competing  groups.  This,  of  course,  tends  to  put  the 
two  sexes  into  separate  labor  markets,  and  to  cause  their 
wages  to  be  fixed  by  the  different  conditions  surrounding 
the  two  markets.  Woman's  lower  standard  of  life,  lack 
of  organization,  and  more  limited  field  of  employment,  are 
some  of  the  conditions  which  make  her  labor  market  an 
unfavorable  one  for  her.  These  elements  are,  in  my  opinion, 
of  less  influence  in  most  fields  of  employment  in  causing 
woman's  low  wages  than  her  lack  of  technical  skill. 

There  is  not  space  here  to  summarize  the  working  con- 
ditions that  call  for  factory  legislation.  I  may  call  attention, 
however,  to  one  striking  fact  observed  that  calls  both  for 
state  regulation  and  education  of  the  employees.  In 
38  of  the  46  cotton  mills  visited  in  New  England  and  in 
145  of  the  162  mills  visited  in  the  South,  in  an  industry 
where  tuberculosis  is  especially  common,  it  was  reported 
to  be  customary  to  spit  on  the  floor.  In  only  one  state, 
Massachusetts,  is  there  a  law  against  spitting  on  the  floors 
of  a  manufacturing  establishment  and  the  law  in  this  state 
is  not  enforced. 

Miss  Busbey  shows  clearly  in  The  Wamen*8  Trade  Union 
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Movement  in  Great  Britain  that  woman's  weakness  in  unions 
is  the  result  of  her  short  working  life,  inefficiency,  sub- 
missiveness,  and  low  wages.  "  It  is  in  the  low  wages  of 
women  workers  that  the  chief  difficulty  of  effective  organi- 
sation lies.  The  trade  union  leaders,  therefore,  have  to 
cope  with  the  apparently  paradoxical  situation  of  women 
being  frequently  poorly  paid  because  they  are  not  organized, 
and  protective  oi^^ization  rendered  impossible  because 
they  are  too  poorly  paid  to  afford  even  the  small  sum  at- 
tendant upon  combination "  (p.  6).  In  1874  the  first 
successful  attempt  to  organize  women  in  Great  Britain 
resulted  in  the  ''  Women's  Trade  Union  League."  The 
League  has  not  been  militant  and  has  refused  to  join  with 
men  in  making  demands  upon  employers.  Other  women's 
unions  have  been  formed  from  time  to  time  until  the  mem- 
bership is  now  over  200,000.  However,  the  apathy  of 
women,  the  inclination  to  underestimate  their  own  value, 
and  the  fact  that  '^  they  let  the  men  run  the  unions  "  (p.  10) 
have  been  influences  that  curtail  the  value  of  women's 
organizations.  The  chief  results  secured  by  the  organiza- 
tions of  Great  Britain  are  the  education  of  women  concern- 
ing their  rights  under  the  British  Workman's  Compensation 
Act,  the  agitation  for  labor  legislation,  the  crusade  against 
the  living-in  and  truck  systems,  and  the  protection  secured 
against  unjust  fines  by  employers.  At  present  the  women's 
trade  union  leaders  are  endeavoring  "  to  accomplish  the 
extension  of  the  board  of  arbitration  prerogative  to  an 
authoritative  institution  for  legal  decision  in  wage  disputes 
and  the  establishment  by  law  of  a  minimum  wage  in  the 
different  trades  "  (p.  44). 

Miss  Busbey's  study  leads  her  to  conclude  that  ''  the 
women's  trade  union  movement  in  Great  Britain  is  in  an 
inmiature  stage  of  development  or  it  may  be  nearly  transi- 
tional, but  its  development  has  not  been  arrested  "  (p.  50). 
*'  Women's  trade  unions,  then,  would  not  seem  to  have 
demonstrated  a  high  efficiency  in  a  widespread  elevation 
of  wages,  but  as  a  factor  in  maintaining  a  once-established 
standard  of  wage  the  women's  trade  union  movement 
gives  undeniable  evidence  "  (p.  49). 
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The  policy  of  women  trade  unionists  in  Great  Britain 
has  been,  and  is,  to  secure  better  labor  conditions  through 
protective  legislation  rather  than  by  means  of  direct  demand 
on  employers  enforced  by  strikes. 

The  various  articles  in  the  sjrmposium  on  The  Economic 
Position  of  Women  cover  the  historical  development  of 
women's  work  in  the  United  States,  various  problems  of 
women  in  industry,  such  as  the  training  and  education 
of  women,  the  industrial  work  of  married  women,  the 
economics  of  '*  equal  pay  for  equal  work  "  in  the  schools  of 
New  York  City,  and  the  betterment  of  the  conditions  of 
employment  through  social  action.  Mr.  H.  R.  Mussey 
in  his  introduction  holds  the  theory  that  "  such  a  large 
proportion  of  [working  women]  are  mere  '  pin-money  girls  ' 
that  there  is  no  minimum  standard  o(  wages,  such  as  is 
furnished  for  men  by  the  necessary  cost  of  maintaining 
a  family  "  and  that ''  the  wages  of  all  women,  self-dependent 
or  not,  tend  to  be  fixed  on  the  assumption  that  they  will 
live  parasitically  on  their  relatives."  The  evidence  already 
quoted  from  the  books  which  are  the  subject  of  this  review 
warrants  Miss  MacLean's  characterization  of  this  theory 
as  ''  vicious  and  unsupported.'^  ^  As  to  the  reason  why 
women  receive  so  small  a  wage  Mr.  Mussey  is  not  even  con- 
sistent with  himself.  He  says,  '^  uninterested,  untrained,  un- 
riddled, they  are  on  a  low  level  of  efficiency,  and  they  have 
littie  motive  for  climbing  to  a  higher  level.  Small  wonder 
that  they  crowd  the  unskilled  labor  market,  and  that  their 
work  conmiands  a  mere  pittance ''  (p.  5).  However,  on 
page  7,  he  concludes  that  **  women  are  paid  less  than  men 
primarily  because  they  will  take  less,  not  because  their 
work  is  worth  less  or  because  they  need  less;  and  public 
opinion  acquiesces  without  protest." 

Miss  Simmer,  in  her  article  on  the  Historical  DeveUypnienfd 
of  Women's  Work,  holds  that  **  the  greatest  economic  success 
of  women  wage  earners  in  manufacturing  industries  has 
been  attained  in  occupations  in  which  they  have  competed 
directly  with  men  "  (p.  16).    She  mentions  woman  printers 

1  Wage-Eftrnlng  Women,  p.  177. 
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and  cigar-makers  as  illustrations.  The  available  data 
show  that  neither  of  these  illustrations  is  well  chosen.  Miss 
Butler  says,  ''  Analysis  shows  -  that  in  only  a  few  cases 
are  women  permanent  active  competitors  with  men  for 
identical  work,  within  the  limits  of  their  working  life.  I 
found  this  true  in  Pittsburgh  among  press  feeders  and 
compositors  in  printing  offices.  .  .  .''  ^  Miss  Abbott  found 
that  altho  women  are  received  into  printers'  unions  on  the 
same  terms  as  men,  for  a  woman  ''  to  join  the  union  and 
demand  the  same  rate  of  wages  is  to  invite  discharge."  ^ 
The  Dewey  Report  gives  the  median  wage  for  men  printers 
in  1900  as  $16  and  that  for  women  as  $5  weekly.  Cigar- 
making  is  the  other  industry  cited  by  Miss  Sumner  as 
one  in  which  women  derive  an  advantage  by  competing 
directly  with  men.  The  wage  data  of  the  Dewey  Report 
do  not  show  this  advantage,  as  women  receive  only  40% 
of  the  wages  paid  to  men  in  the  same  occupations  of  packing 
and  rolling  cigars.  Miss  Sumner's  generalisation,  therefore, 
is  not  supported  by  the  facts. 

Three  writers  among  the  contributors  to  the  symposium 
call  attention  to  the  inherent  character  of  woman's  indus- 
trial handicap.  Miss  Emily  Greene  Balch  holds  that 
"  we  cannot  make  women  efficient  in  any  complete  sense 
under  circumstances  which  so  militate  against  their  effi- 
cimcy  ..."  (p.  71).  The  "circumstances"  referred 
to  are  the  short  industrial  life  of  women  necessitated  by 
marriage  and  child-bearing.  Miss  Florence  Kelly  is  im- 
pressed by  the  social  evils  which  result  from  the  industrial 
employment  of  married  women.  ''Whether  the  wage- 
earning  mother  leaves  home,  or  brings  her  work  into  the 
home,  her  children  pay  the  penalty "  (p.  9).  Finally, 
Miss  Alice  Henry  shows  the  difficulty  of  making  women's 
unions  effective  because,  ''  Seven  years  is  the  average  dura* 
tion  of  women's  wage-earning  life.  The  average  woman 
unionist  is  a  mere  girl." 

John  Martin,  of  the  New  York  Board  of  Education,  has  an 
interesting  paper  on   The  Economics  of  "  Equal  Pay  for 

>  Women  and  the  Trades,  p.  344.  >  Women  in  Industry,  p.  261. 
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Equal  Work  "  in  the  Schools  of  New  York  City.  He  shows 
that  the  motto  of  the  Interborough  Association  of  Women 
Teachers,  ''  Equal  pay  for  equal  work/'  is  a  doctrinaire 
slogan  to  which  the  women  teachers  themselves  do  not  ad- 
here. For  instance,  the  salary  schedule  advocated  by  the 
Interborough  Association  provides  that  "any  position 
between  the  kindergarten  and  the  seventh  grade  may  be 
filled  by  teachers  with  salaries  varying  from  $720  to  $1515  " 
(p.  103).  Mr.  Martin  holds  that  ''  Salaries  are  settled  by 
the  pragmatic  method  "  and  that  the  chief  of  the  many 
elements  to  be  taken  into  account  are:  "  1.  A  living  wage. 
2.  Years  of  experience  or  age.  3.  Length  and  quality  of 
preparation  for  the  work.  4.  Responsibility  of  the  duty 
performed.  5.  Total  demand  upon  the  taxpayer  which 
the  schedules  entail  and  willingness  of  the  taxpayers  to  meet 
the  demand.  6.  Adjustment  over  a  long  period  of  the 
supply  of  teachers  to  the  demand  "  (p.  99).  Mr.  Martin 
shows  clearly  that  if  men  teachers  are  to  be  retained  in  the 
schools  their  salaries  must  be  higher  than  it  is  possible  to 
pay  women.  He  says,  "  For  reasons  over  which  the  educa- 
tional authorities  have  no  control  men  teachers  of  as  high  a 
personal  quality  as  women  teachers  cannot,  over  a  long 
period,  be  secured  and  held  for  the  same  pay"  (p.  101). 
The  argument  of  Mr.  Martin  that  salaries  cannot  be  deter- 
mined by  reference  to  an  abstract  doctrine  like  "  Equal 
pay  for  equal  work  "  is  convincing. 

In  conclusion,  Miss  Abbott  gives  us  an  authoritative 
historical  study  in  Women  in  Industry;  Miss  Butler  and 
Miss  MacLean  give  us  excellent  pictures  of  the  present 
conditions  surrounding  working  women;  and  the  Labor 
Bureau  Report  gives  the  most  complete  data  available  on 
the  important  questions  of  women's  wages  and  the  general 
conditions  of  work  in  important  industries. 

Wabbbn  M.  Pkbsons 

Dabtmouth  College. 
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THE  TRUSTWORTHINESS  OF  THE  BUREAU  OF 
LABOR'S  INDEX  NUMBER  OF  WAGES 

Doubts  concerning  the  trustworthiness  of  the  index 
number  of  wages  compiled  by  the  federal  Bureau  of  Labor 
were  aroused  in  1903  by  the  publication  of  Professor  Davis 
R  Dewey's  census  report  upon  Employees  and  Wages, 
Professor  Dewey,  indeed,  did  not  cast  his  statistical  data 
into  sununaries  directly  comparable  with  the  Bureau's 
results;  but  his  detailed  tables  and  his  comments  upon 
conditions  in  industry  after  industry  indicated  that  net 
reductions  in  wages  between  the  census  years  1890  and 
1900  had  been  quite  as  numerous  as  net  increases.  Ac- 
cording to  the  Bureau  of  Labor,  on  the  contrary,  wages 
stood  decidedly  higher  in  1900  than  in  1890.  The  index 
number,  based  on  average  rates  of  pay  per  hour  in  1890-99, 
was  105.5  in  the  later  and  100.3  in  the  earlier  year.  Thus 
there  seemed  to  be  a  discrepancy  between  the  results  of  the 
two  investigations. 

This  impression  was  made  more  definite  in  1907  by  Pro- 
fessor Henry  L.  Moore's  study  of  *'  The  Variability  of 
Wages."^  Basing  his  work  upon  Dewey's  data,  Moore 
computed  the  average  rate  of  wages  in  30  selected  industries 
in  the  years  1890  and  1900,  and  found  that  relative  wages 
had  declined  from  100.0  to  99.6.  Like  Dewey,  Moore 
said  nothing  about  the  discrepancy  between  his  own  figures 
and  those  of  the  Bureau  of  Labor;  but  he  owned  himself 
surprised  at  getting  results  "so  utterly  at  variance  with 
what  is  conmionly  thought  as  to  the  movement  of  wages."  * 

>  Political  Sdenoe  Quarterly,  March,  1907.  pp.  01-78. 

*  Ibid.,  p.  68.  To  mako  cure  of  the  arithmetical  aeeuracy  of  hia  work,  rmfwoi 
Moore  repeated  the  computaUone  by  a  alichtly  different  method,  and  anived  again 
at  the  same  ratloe  of  100.0  In  1890  and  99.6  In  1900. 
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Others,  less  cautious  than  Dewey  and  Moore,  have 
discredited  the  Bureau's  results  because  of  this  dis- 
crepancy. The  extreme  care  with  which  Dewey's  material 
was  collected  and  the  impartiality  with  which  it  was  ana- 
lysed favored  the  opinion  that  in  case  of  disagreement 
the  Bureau  must  be  wrong.  Insinuations  were  not  wanting 
that  the  Bureau  had  selected  its  data  with  the  set  purpose 
of  making  out  an  advance  in  wages.^ 

Desiring  to  use  the  Biu^au's  index  number  of  wages 
in  a  study  of  business  cycles,  I  recently  had  occasion 
to  test  the  trustworthiness  of  the  figures.  Previous  ex- 
perience in  dealing  with  the  prices  of  labor  and  of  com- 
modities indicated  that  different  collections  of  data,  made 
in  good  faith,  representative  in  scope,  and  analysed 
by  similar  methods,  jrield  substantially  similar  results.' 
The  problem  was  to  determine  whether  the  discrepancy 
between  the  results  obtained  from  the  Bureau's  collection 
of  wage  statistics  and  from  Dewey's  collection  was  due  to 
dissimilarity  in  the  methods  of  analysis,  dissimilarity  in 
scope,  or  dissimilarity  in  the  original  data. 

Examination  showed  that  Moore's  table  differed  from 
the  Bureau's  table  in  several  respects.  Moore  took  wages 
per  week,  the  Bureau  wages  per  hour;  Moore  excluded 
females,  the  Bureau  included  them;  Moore  covered  30 
industries,  the  Bureau  56;  Moore  weighted  his  figures 
by  actual  numbers  employed,  the  Bureau  did  not  weight 
its  figures  for  different  occupations  in  striking  averages 
for  each  industry,  but  did  weight  its  figures  for  different 
industries  in  striking  grand  averages;  finally,  Moore  com- 
puted averages  in  one  way,  the  Bureau  in  another.  Moore 
began  by  tabulating  the  number  of  men  receiving  $2-3  a 
week,  13-4,  $4-5,  and  so  on.  Then  he  multiplied  the  mean 
wage  in  each  of  these  groups  ($2.50,  $3.50,  $4.50)  by  the 

^  See,  for  esample.  Brneit  Howard,  "  InfUtton  and  Prioea,"  PoUttoal  Setoaee 
Quarteriy.  Mareh,  1907,  p.  81. 

*  Comimre  Gold.  Prtoet,  and  Wacee  under  the  Qreenl>aok  Standard,  pp.  SOt- 
218,  and  '*  The  Dua-Olbion  Index  Number,"  Quarterly  Journal  of  EeoMdea,  No- 
vember. 1910,  pp.  161-172. 
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corresponding  number  of  employees.  To  find  the  average 
actual  wages,  he  divided  the  sums  of  these  products  by  the 
total  number  of  men  represented,  and  then  turned  the  average 
actual  wages  into  percentages.  The  Bureau,  on  the  other 
hand,  turned  its  actual  wages  per  hour  into  percentages 
at  the  outset,  and  then  made  arithmetic  means  from  these 
percentages  by  the  curious  combination  of  simple  and 
weighted  averaging  which  has  been  stated. 

All  these  differences  in  scope  and  method  proved  capable 
of  substantial  elimination  in  fresh  computations  based 
upon  the  Bureau's  data  and  summarized  in  the  accompany- 
ing table.  The  actual  wages  per  hour  in  1890  and  1900 
were  multiplied  by  the  number  of  working  hours  per  week 
in  each  year  to  get  wages  per  week.  The  industries  not 
covered  by  Moore  and  all  series  for  females  were  re- 
jected.^ The  figures  were  weighted  by  the  numbers  re- 
ported as  employed  in  each  occupation,  the  data  were 
distributed  in  the  groups  used  by  Moore,  and  average 
wages  were  computed  after  his  fashion.  The  result  was  an 
average  weekly  wage  of  $13.01  in  1890,  and  $13.05  in  1900. 
These  actual  wages  correspond  to  relative  wages  of  100.0 
in  1890,  and  100.3  in  1900,  —  figures  which  are  almost 
the  same  as  Moore's  relative  wages  of  100.0  and  99.6.* 

The  practical  identity  of  these  results  confirms  confidence 
in  the  integrity  and  in  the  representative  character  of  both 

1  The  IndusirlM  Induded  m  oorrMpondlng  to  Moore's  were  Afrioultuxal  Im- 
plementa,  BAkeries,  Boota  And  ihoM,  Boota  And  ahoM  —  rabber.  Candy,  Carpets. 
Carilacas  end  wacona,  Cera  —  ateem  reilroed,  Qothlnc  —  feot<»y  product.  Cotton 
cooda.  Dyeing,  Flour,  Foundry  end  mechinw  ahope.  Furniture,  Gleaa,  Hoalery  end 
knit  fooda.  Iron  end  ateel  —  ell  brenohea,  Leether,  LlQuora  —  melt.  Lumber,  Mualoel 
Inatrumenta  —  plenoa.  Paper  end  wood  pulp,  Plenlnc  mlDa,  Pottery,  Pilntlnc  — 
book  end  job,  ShlpbuUdlnc.  Sleuchterinc,  Tobeeoo  -—tlg^n,  Tobeeoo  —  pluc,  Woolen 
end  worsted  foods. 

*  Moore'a  eetuel  weoea  were  111.67  In  ISW  end  ill.ft2  In  1900;  but  the  dlfferenoe 
between  theae*reaulta  end  thoae  obtelned  from  the  Bureeu'a  date  la  no  oeuae  for  mla- 
fllvlnc.  For  the  Bureeu  of  Lebor  did  not  oolleot  Ita  atetlatlca  with  the  puipoae  of 
daCemilnlfet  tk$  everece  eotuel  retef  of  pey  prerelllnt  in  different  yeen,  but  with 
the  purpoaa  of  determining  the  everege  retea  of  ohenge  In  wegee  from  one  yeer  to  the 
nest.  Bed  it  elmed  et  determining  eetuel  retea,  the  Bureeu  would  here  made  e 
much  BBore  eleborete  eremfnetlon  of  the  number  of  persona  employed  et  the  different 
retee.  Thet  It  did  not  eeeompllsh  en  objeot  et  which  it  did  not  elm,  doee  not  impeir 
eonfldence  in  the  results  whioh  It  did  aeek  to  eatebbah. 
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Thb    DiOTBiBmoN   OF   Wagbs   in   TentTT   Manxtfactubing    In- 

DUffTBIBS,    ACCOBDING   TO   THB    DaTA   OF   THB    BxmBAU    OF    LaBOB 


1890 

1900 

Rates  of  waga 
per  week 

No.  of 

Peroentace  of 

No.  of 

Poroentace  of 

wace-earneri 

whole  number 

wate-eamera 

whole  number 

12—  2.99 

81 

.12 

•    • 

•    • 

3—  3.99 

26 

.04 

215 

.26 

4—  4.99 

•   • 

a     • 

20 

.02 

6—  6.99 

274 

.41 

239 

.28 

&-  6.99 

706 

1.07 

711 

.83 

7—  7.99 

2,482 

3.75 

3,041 

3.54 

8—  8.99 

7,060 

10.69 

7,882 

9.18 

9—  9.99 

2,603 

3.78 

10,113 

11.78 

10—10.99 

8,297 

12.63 

6,249 

6.11 

11—11.99 

797 

1.20 

2,406 

2.80 

IJ^— 12.99 

9,136 

13.80 

10,689 

12.46 

13—13.99 

6,733 

8.66 

4,326 

6.04 

14—14.99 

8,646 

12.91 

14,948 

17.41 

16—15.99 

14,466 

21.84 

16,788 

18.39 

16—16.99 

3,638 

6.49 

6,636 

6.66 

17—17.99 

301 

.46 

1,756 

2.06 

18—18.99 

252 

.38 

427 

.60 

19—19.99 

216 

.33 

360 

.42 

20—20.99 

60 

.09 

603 

.69 

21—21.99 

491 

.74 

63 

.06 

2^—22.99 

105 

.16 

116 

.14 

23—23.99 

66 

.08 

99 

.12 

24—24.99 

201 

.30 

79 

.09 

26—25.99 

39 

.06 

140 

.16 

26—26.99 

480 

.73 

21 

.02 

27—27.99 

33 

.06 

336 

.39 

28—28.99 

68 

.10 

•  • 

■  • 

29—29.99 

6 

.01 

•  • 

•  • 

80—30.99 

38 

.06 

498 

.68 

31—31.99 

15 

.02 

23 

.03 

32—32.99 

13 

.02 

42 

.06 

33—33.99 

•  • 

•  • 

3 

.00 

34--34.99 

«  • 

•   • 

66 

.08 

36—36.99 

•  • 

29 

.03 

36—36.99 

47 

.07 

6 

.01 

37—37.99 

•  • 

•    m 

38—38.99 

•  • 

•    ■ 

39—39.99 

•  « 

'  1 

.00 

40—40.99 

30 

.05 

•    • 

41—41.99 

•   • 

■    • 

42—42.99 

•  • 

•    • 

43—43.99 

"5 

.01 

■     • 

44—44.99 

•  « 

•    • 

45—45.99 

•  • 

'33 

.04 

46-46.99 

V       ■ 

*  • 

47—47.99 

«    ■ 

•  • 

48—48.99 

a    « 

•  • 

49—49.99 

•     • 

•  • 

Total     

66,220 

100.00 

86,863 

100.00 
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inveBtigations.  Tho  made  at  different  times,  by  different 
agents  acting  under  different  directions,  and  tho  obtained 
in  part  from  different  establishments,  the  two  collections 
of  data  yield  the  same  conclusion  when  they  are  given  the 
same  scope  and  analysed  in  the  same  way. 


II 

But,  granted  that  the  Bureau's  original  data  are  trust- 
worthy, can  the  same  be  said  of  the  Bureau's  index  number? 
Which  methods  of  analysis  are  preferable  —  the  Bureau's 
methods,  which  make  out  an  advance  of  relative  wages 
from  100.3  in  1890  to  105.5  in  1900,  or  Moore's  methods, 
which  reduce  the  advance  almost  to  sero? 

In  most  respects,  the  advantage  is  all  with  the  Bureau 
of  Labor.'  (1)  It  is  better  to  give  data  separately  for 
the  number  of  working  hours  per  week  and  for  the  wages 
per  hour,  than  to  lump  the  two  together  as  wages  per  week. 
Tables  like  Moore's  effectually  conceal  the  increased  leisure 
which  the  working  class  won  between  1890  and  1900  —  a 
decided  gain  in  itself,  whether  weekly  wages  increased  or 
not.  The  Bureau  of  Labor  shows  definitely  the  degree  of 
this  gain,  and  also  shows  that  the  reduction  of  hours  partly 
offsets  the  advance  in  money  income  arising  from  increased 
wages  per  hour.  (2)  It  is  clearly  better  to  include  females 
as  well  as  males,  and  (3)  better  to  include  as  many  industries 
as  possible  —  provided  always  that  satisfactory  data  are 
available.  (4)  In  measuring  average  rates  of  change,  it 
is  better  to  reduce  the  actual  wages  to  percentages  in  the 
first  place,  as  the  Bureau  does,  and  then  to  average  these 
percentages,  than  it  is  to  begin  by  computing  average  actual 
wages  as  Moore  does,  and  then  to  reduce  these  actual  wages 
to  percentages.    For  there  is  danger  that  in  averaging 


*  It  ■hould  be  noted  that  the  ehlef  aim  of  Profeeeor  Moora'e  Inveetlciition  wu  to 
detennlne  tlie  reUtiye  vmriabUlty  of  wagee  on  the  two  eenmu  yean,  and  that  hie  avwace 
vacea  were  made  to  aarre  thia  purpeaa.  Heaee  the  foOowInc  donoiiatratlon  that 
the  ehaace  la  aTorace  vafaa  la  not  the  moat  aeeurate  meawne  of  averat*  ahaat*  hi 
wagaa  affeeta  nelthw  the  ralldlty  nor  the  Importanee  of  Profeaeor  Mooie'a  main 
eoDtentlona. 
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actual  wages  a  relatively  small  change  in  the  wages  of  highly 
paid  men  may  offset  a  relatively  large  change  in  the  wages 
of  poorly  paid  men.  Moreover,  average  actual  wages  for 
men  following  unlike  occupations  in  different  industries 
are  notoriously  delusive.  The  results  are  determined  by 
the  numbers  reported  as  receiving  each  of  the  specified 
rates  of  pay,  and  it  is  exceedingly  difficult  to  make  sure 
that  the  niunber  of  men  for  whom  satisfactory  pay  rolls 
can  be  had  are  representative  of  the  niunbers  actually  em- 
ployed at  each  rate.  To  approximate  the  average  rate  of 
rise  or  fall  in  wages  is  a  more  feasible  aim  than  to  approxi- 
mate the  average  actual  wage,  and  the  Bureau  of  Labor 
has  been  well  advised  in  limiting  its  efforts  to  the  former.^ 
(5)  Moore's  plan  of  distributing  his  data  in  groups  according 
to  weekly  rates  of  wages  with  fifty-cent  or  dollar  intervals 
was  forced  upon  him  by  the  tables  of  his  source.  But  the 
procedure  may  distort  the  average;  for  changes  in  wages 
which  do  not  transfer  wage-earners  from  one  group  to 
another  cannot  appear,  and  small  changes  on  the  margin 
between  two  groups  are  magnified  into  changes  from  the 
mean  of  one  group  to  the  mean  of  the  next. 

But  there  is  one  point  at  which  Moore's  method  is  more 
logical  than  the  Bureau's.  As  has  been  said,  Moore  weights 
the  mean  of  each  of  his  wage-groups  by  the  number  of  men 
contained  within  the  group,  while  the  Bureau  pays  no  atten- 
tion to  the  unlike  number  of  persons  following  each  occu- 
pation in  computing  the  average  relative  wages  for  the  sepa- 
rate industries.  To  treat  occupations  followed  by  a  score 
of  men  as  equal  in  statistical  importance  to  occupations 
followed  by  hundreds  or  by  thousands  is  theoretically 
indefensible,  when  the  aim  is  to  measure  the  average  change 
in  wages.*  But  the  practical  effect  of  this  error  in  method 
is  not  great.    Two  computations,  alike  in  all  respects  except 

>  "  Methods  of  PreMntliig  StatlsttM  of  Wabm."  Qiurteily  PubUotttioiM  of  Ite 
Amertoftn  Statlfltloal  Aasoelatlon,  I>ec.,  1905;  vol.  Ix,  |yp.  829-829. 

*  Of  courae,  no  enon  whloh  this  procedure  introduoee  Into  the  nveniiee  for  tmj 
Induatry  are  coirected  when  the  Bureau,  in  itriklng  ita  grand  aTwacea,  aubaequealljr 
welghta  the  flguree  for  eaeh  Industry  by  the  eenaus  returns  for  the 
paid  out  in 


NOTES  AND  MEMORANDA  619 

that  in  the  first  occupations  are  treated  by  the  Bureau's 
plan,  and  that  in  the  second  occupations  are  weighted  by  the 
numbers  employed,  give  nearly  the  same  grand  averages. 
The  first  makes  relative  wages  per  hour  in  1890  and  1900 
100.6  and  105.3  respectively,  while  the  second  makes  the 
figures  100.7  and  105.0. 

This  review  of  the  methods  followed  by  Professor  Moore 
and  by  the  Bureau  of  Labor  suggests  that  the  averages 
obtained  in  the  preceding  table  by  applying  Moore's  methods 
to  the  Bureau's  data  may  misrepresent  the  facts. 

The  table  has,  in  fact,  one  merit  and  several  defects.  It 
corrects  the  Bureau's  error  of  treating  all  occupations  alike, 
irrespective  of  the  number  of  employees;  for  in  this  table 
every  occupation  counts  in  proportion  to  the  number  of 
men  for  whom  the  Bureau  of  Labor  collected  pay  rolls  in 
1890  and  1900.  The  defects  of  the  table  arise  from  the  use 
of  Moore's  methods.  (1)  If  the  artificial  grouping 'of  the 
data  is  dropped  and  average  wages  are  computed  accurately 
by  multiplying  the  exact  weekly  wages  in  each  occupation 
by  the  number  of  recipients,  before  adding  the  products  and 
dividing  by  the  whole  number  of  wage-earners,  the  results 
are  changed  from  100.0  in  1890  and  100.3  in  1900  to  100.0 
and  100.9  respectively.  (2)  If  actual  wages  are  converted 
into  percentages  at  the  outset,  on  the  basis  of  average  rates 
for  1890-99,  the  results  are  further  changed  to  101.7  and 
103.2.  (3)  If  this  change  in  weekly  rates  is  analyzed,  it  is 
found  to  result  from  an  average  reduction  of  relative  hours 
per  week  from  100.7  in  1890  to  99.5  in  1900,  and  from  an 
average  increase  in  relative  wages  per  hour  from  101.0  to 
103.7.  (4)  Males  in  26  industries  covered  by  the  Bureau 
of  Labor,  but  not  by  Moore,  received  an  average  increase 
in  rates  per  hour  from  98.9  to  107.5  and  (5)  females,  not 
included  by  Moore,  received  a  corresponding  increase  from 
98.5  to  105.5.  Each  of  these  corrections  serves  to  make  the 
average  rise  of  wages  greater — to  bring  the  figures  closer  to 
the  Bureau's  results  and  remove  them  further  from  Moore's. 
Summing  up  all  the  changes  and  including  all  the  material. 
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we  have  an  average  reduction  of  relative  hours  from  101.1 
to  98.2,  an  average  increase  in  relative  wages  per  hour  from 
99.9  to  105.3,  and  an  average  increase  in  relative  wages 
per  week  from  101.0  to  103.4.  These  results  are  all  so  close 
to  the  Bureau's  own  figures  that  it  makes  little  difference 
which  are  used. 

The  Bureau's  data  have  been  submitted  to  one  further 
test.  In  the  preceding  computation  the  industries  as  well 
as  the  occupations  are  weighted  by  the  number  of  men  for 
whom  pay  rolls  were  obtained  in  1890  and  in  1900.  It  may 
be  better  to  use  these  weights  only  in  striking  averages  for 
each  industry,  and  then  to  weight  the  average  for  each 
industry  by  the  census  returns  for  number  of  employees  in 
1900.  If  grand  averages  are  made  up  in  this  way,  they 
show  a  reduction  in  relative  hours  per  week  from  100.6  to 
98.7,  an  increase  in  relative  wages  per  hour  from  100.7  to 
105.0,  and  an  increase  in  relative  wages  per  week  from 
101.3  to  103.6.  Again,  the  increase  in  wages  is  (mly  a 
trifle  smaller  than  that  found  by  the  Bureau  of  Labor.^ 

Clearly,  then,  the  results  which  Professor  Moore  deduced 
from  Professor  Dewey's  report  afford  no  reason  for  doubting 
that  the  Bureau  of  Labor's  index  number  represents  fairly 
the  trend  of  wages  in  manufacturing  industries.  On  the 
contrary,  the  former  investigation  bears  convincing  testi- 
mony to  the  high  character  of  the  latter. 

Wbslby  C.   MrrcHBLL. 
Uniysbsitt  op  Gaufobnia. 

>  The  Bureau*!  reculte  for  1890  Md  1900  are.  ralatlye  houre  per  week  100.7  and 
98.7,  relative  watet  per  hour  100.3  and  105.5.  relative  wagee  per  week  101.0  and  104.1. 
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SUMMARY 

I.  The  principle  of  differentiation:  Apparently  opposite  character- 
istice  of  fiteam-railroad  and  fltreet-railway  rates,  624.  —  Summary  of 
prindplee  at  the  foundation  of  the  differential  rates  of  steam  railroads, 
625.  —  Their  relation  to  branch-line  deficits,  626.  —  II.  Character  of 
the  etreel-railway  fkU  rate:  The  street-railway  flat  rate,  equally  with 
the  differential  rates  of  steam  roads,  is  not  adjusted  to  cost,  628.  — 
The  nickel  is  the  convenient  price  for  a  service  that  will  be  generally 
demanded  only  if  the  price  be  small,  629.  —  This  price  once  adopted, 
concessions  and  adjustments  to  new  developments  have  more  easily 
been  made  elsewhere  than  in  the  rate,  630.  —  Ck)ets  of  street-railway 
carriage  vary  greatly,  634.  —  Even  the  sone  system  does  not  adjust 
rates  to  costs,  635.  —  Passenger  business  in  general  is  less  susceptible 
to  external  differentiation,  636.  —  The  responsiveness  to  lowered  rates 
of  the  demand  for  street-raOway  service  is  about  maximal  for  all 
classes  at  the  nickel,  637.  —  Importance  of  combining  '*  lean  "  with 
*'  fat,"  639.  —  III.  Certain  appUoaHons  of  differentiaHan  in  etreet^railway 
practice:  The  distance  limit  of  the  ride  from  the  center  of  the  city  to 
be  had  for  5  cents  is  not  fixed  by  the  prime  cost  of  the  particular 
service,  640. —  The  growth  of  a  comprehensive  system  does  not  necessa- 
rily mean  an  increase  in  the  average  length  of  ride,  642.  —  Iti4>Ld  transit 
lines  may  be  expected  to  preserve  the  5-cent  rate  to  distant  residence 
districts,  643.  —  Transfers  are  an  acddent  of  the  passenger  trip  which 
should  not  ordinarily  affect  the  rate,  tho  joint-rates  may  well  be  higher, 
645.  —  Differentiation  in  the  quality  of  service  may  be  economically 
justifiable,  647.  —  Overcrowding  at  rush  periods  is  not  to  be  determined 
by  merely  physical  standards,  648. 

The  purpose  of  this  article  is  to  develop  the  economic 
principle  at  the  foundation  of  reasonable  street-rail- 


624  QUARTERLY  JOURNAL  OF  ECONOMICS 

way  rateBi  and  also  to  indicate  certain  of  its  applica- 
tions. It  is  the  writer's  opinion  that  the  rate-making 
problem  is  fundamentally  the  same  for  street  railways 
and  for  steam  roads.  In  each  case  we  must  recognize 
the  presence  of  diflferential  charges  and  provide  for 
their  equitable  distribution.  That  the  principle  of 
differentiation  is  modified,  and  superficially  quite 
changed,  in  its  application  by  street  railways,  is  true. 
But  this  may  be  due  chiefly  to  the  decidedly  retail 
and  therefore  customary  character  of  street-railway 
fares. 

To  speak  of  differentiation  in  street-railway  rates 
in  the  United  States,  bringing  over  the  idea  from 
steam  roads,  appears  to  be  like  passing  from  the  sub- 
ject of  mosquitoes  in  New  Jersey  to  that  of  snakes 
in  Ireland.  Hence  the  need  of  considering  what  is 
meant  by  differentiation  in  current  railroad  practice. 

I.    The  Principle  of  Differentiation 

The  readers  of  this  journal  may  be  assumed  to  be 
acquainted  with  the  theory  of  railroad  rates.  Hence 
we  shall  merely  review,  without  explanation,  the 
points  that  are  of  gen^*al,  but  not  of  peculiar,  signif- 
icance for  street-railway  practice.  These  general 
propositions  are,  of  course,  stated  in  a  way  to  lead 
up  to  the  more  specific  matter  to  follow. 

The  growth  of  fixed  capital  and  its  specialisation 
brings  into  existence  heavy  ^'  fixed  charges  "  which 
cannot  be  definitely  apportioned  as  costs  to  the  partic- 
ular goods  to  whose  production  the  capital  has  con- 
tributed. Railroads,  both  steam  and  street,  show  a 
greater  ratio  of  capital  to  labor  employed  than  any 
other  considerable  branch  of  industrial  enterprise; 
hence  it  is  here  that  the  unapportioned  part  of  cost 
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is  greatest.  Continuous  utilisation  of  full  productive 
capacity  is  the  way  to  reduce  fixed  charges  per  unit  of 
product,  and  thus  to  reduce  this  portion  of  the  cost 
of  goods.  For  this  reason  it  is  expedient  to  make  a 
special  concession  in  price  wherever  considerable  new 
and  additional  business  (other  than  peak-load  busi- 
ness) can  be  obtained  by  a  railroad. 

The  expediency  of  lowering  rates  does  not  apply 
to  all  classes  of  goods  or  services,  nor  is  it  conditioned 
by  resemblances  or  differences  among  the  goods  dealt 
with;  only  those  that  respond  to  a  concession  with  a 
much  increased  demand  can  economically  be  favored. 
Articles  that  are  relatively  cheap  in  proportion  to 
bulk  or  weight  will  be  scarcely  carried  at  all  unless 
favored  as  regards  fixed  charges.  Articles  capable  of 
bearing  a  higher  rate  (not  sensitive  to  reductions  or 
advances)  do  not  lose,  but  gain,  if  the  favored 
articles  that  would  not  otherwise  be  carried  make  any 
contribution  at  all  towards  meeting  fixed  charges. 
.  The  classification  of  freight  in  accordance  with  the 
differential  principle  is  the  great  example  of  the  varia- 
tion of  rates  with  little  regard  to  total  unit  cost. 

A  differential  is  one  of  a  system  or  schedule  of 
quantitative  differences  graded  according  to  some 
principle  not  determined  by  the  intrinsic  qualities 
of  the  things  differentially  treated.  But  varying 
differentials  that  are  adjusted  in  detail  but  roughly 
and  according  to  convenience  may  produce  external 
uniformity  of  price,  i.  e.  a  differential  distribution  of 
fixed  charges  may  complement  and  equalize  varia- 
tions in  prime  cost.  The  lower  limit  beyond  which 
the  reduction  of  a  rate  by  differentiation  cannot 
economically  go  is  the  separable  cost,  or  prime  cost, 
of  the  particular  good  or  service.  For  steam  roads 
this  as  a  rule  is  considerably  less  than  a  propor- 
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tionate  share  of  opo^ting  expenses;  i  e.  some  of  these, 
as  well  as  most  capital  charges,  do  not  vary  with  the 
volume  of  business.  Prime  cost  varies  with  conditions 
and  circumstances,  while  reliability  and  stability  in 
rates  are  necessary  in  order  that  business  may  adapt 
itself  to  them,  hence  only  average  adjustments  of 
rates  to  prime  cost  are  practicable. 

A  lateral  limitation  upon  differentiation  is  con- 
stituted by  the  moral  feelings  of  the  public,  which 
insists  that  the  same  price  be  charged  for  the  same 
commodity  under  the  same  conditions,  i.  6.  without 
distinction  of  persons.  This  is  another  reason  for 
simplicity  and  stability  of  rates. 

There  is  less  differentiation  in  rates  for  passenger 
service  than  for  freight,  largely  for  the  reason  just 
given. 

Total  cost  per  unit  of  business  cannot  be  the  rule 
for  price  or  rate-making.  Total  unit  cost  is  itself 
reduced  by  additional  business,  hence  the  rate  should 
be  determined  with  reference  to  this  possible  variation. 

Economy  —  the  performance  of  the  greatest  service 
at  least  cost  —  is  at  the  foundation  of  the  differential 
system,  tho  monopoly  has  facilitated  its  development 
and  application. 

So  much  for  the  principles  determining  railway 
rates  in  general.  A  corollary  relating  to  certain 
peculiarities  of  the  economic  situation  of  branch 
steam  railroads  or  extensions  requires  somewhat 
fuller  statement  because  of  its  direct  application  to 
a  fundamental  point  of  street-railway  rate  policy. 

Branch  lines  are  often  acquired  and  carried  year 
after  year  by  important  railroad  systems  without 
regard  to  the  fact  that  the  books  of  the  former  show 
a  continual  deficit.    TraflSc  is  likely  to  be  sparse  on 
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such  an  out-of-the-way  line.  Even  with  rather 
high  rates,  it  is  often  unable  to  pay  fixed  charges. 
None  the  less  it  is  probable  that  the  main  line  can 
well  afford  to  continue  to  pay  the  deficit. 

It  may  be  assiuned  that  the  branch  line  discharges 
and  receives  its  freight  from  the  controlling  road. 
That  is  likely  to  be  what  it  is  controlled  for.  If  the 
main  line  is  1000  miles  long,  and  the  branch  line  50, 
then  we  may  assiune  that  the  net  receipts  above 
movement  cost  for  the  branch  line  are  not  much  more 
than  one-twentieth  the  net  receipts  above  movement 
cost  for  the  main  line  from  the  same  freight.  But 
the  main  line  will  have  a  much  greater  density  of 
traflSc,  hence  the  freight  from  the  branch  need  be 
required  to  pay,  when  it  gets  on  the  main  line,  per- 
haps only  one-tenth  of  the  fixed  charges  per  ton-mile 
which  it  must  pay  on  the  branch  line  in  order  to  meet 
"  total  "  cost.  The  main  line  will  also  obtain  a  much 
longer  haul.  It  may,  therefore,  gain  enough  to  be 
able  to  pay  the  deficit  of  the  branch  line  and  still  have 
a  large  profit  from  the  business  contributed  by  the 
latter.  The  main  line  receives  a  sufficient  considera- 
tion in  the  opportunity  to  make  profits  from  the 
business  after  it  gets  to  that  portion  of  the  system. 
If  necessary,  the  long-haul  tri^c  that  would  not  be 
otherwise  obtained  may  reasonably  be  required  to 
pay  less  than  its  pro-rated  share  of  fixed  charges. 
This  method  of  dealing  with  branch  business  amounts 
merely  to  carrying  it  part  of  the  way  for  less  than  an 
average  unit-cost,  the  basis  of  the  average  being  rather 
arbitrarily  determined.  But  deviation  from  type 
is  the  essence  of  differentiation.  The  financial  carry- 
ing of  an  apparently  unprofitable  branch  may  thus 
be  quite  economical,  if  due  attention  is  paid  to  the 
differential  nature  of  charges  and  profits. 
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The  practice  and  precedent  of  steam  railroads  are 
altogether  in  favor  of  differential  rates,  the  differen- 
tiation having  no  direct  relation  to  ''  total ''  cost, 
and  depending  on  a  difference  in  the  kind  of  traffic 
only  so  far  as  that  difference  may  be  connected  with 
difference  in  ability  to  pay  and  also  because  external 
differences  in  traffic  are  natm*ally  a  great  facility  in 
classification.  This  differentiation  of  rates  has  been 
a  development  due  entirely  to  the  initiative  of  the 
railroads  themselves.  And  the  extent  to  which  the 
development  has  been  carried  in  the  United  States, 
tho  not  without  its  inconvenience  and  embarrass- 
ments to  the  public,  is  one  of  the  most  important 
respects  in  which  American  railroads  show  their 
greater  progressiveness  over  those  of  other  countries 
where  the  development  of  commerce  has  been  ham- 
pered by  a  failure  to  carry  the  application  of  the 
principle  so  far. 

II.    Character  of  the  Street-railway  Flat  Rate 

In  passing  from  steam-railroad  to  street-railway 
enterprises,  the  principle  of  the  differential  rate  cer- 
tainly is  modified.  The  conditions  here,  as  regards 
great  importance  of  fixed  charges  and  of  expenses 
that  do  not  vary  with  the  business  done,  are  altogether 
favorable  to  some  manifestation  of  the  differential 
principle.  But  most  would  say  that  the  prevailing 
flat-rate  '^  principle "  is  quite  in  contrast  with  the 
differential  practice  of  ^^  charging  what  the  traffic 
will  bear,"  and  that  therefore  the  basis  of  street- 
railway  rate  making  must  be  quite  different  from 
that  of  steam-railroad  rate  making. 

In  one  respect  it  is  obvious  that  the  flat  rate  is 
quite  on  all  fours  with  the  principle  of  charging  what 
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the  traffic  will  bear.  There  is  absolutely  no  attempt 
to  make  the  charge  conform  in  detail  to  the  character 
of  each  particular  service  or  class  of  service.  The 
chaise  for  an  individual  service  is  not  based  upon  a 
calculation  of  its  individual  cost,  and  there  is  no  direct 
relation  between  the  two.  If  there  were  no  other 
resemblance  between  the  developments  in  the  two 
situations,  this  fact  of  itself  would  indicate  that  their 
economic  foimdations  are  the  same.  But  let  us  see 
why  it  is  that  in  this  coimtry  the  nickel  street-railway 
fare  is  seldom  substantially  departed  from,  regardless 
of  the  character  of  the  service  rendered. 

In  the  United  States  the  nickel  is  pretty  nearly  the 
bottom  price  for  any  service  for  which  it  is  worth 
taking  the  trouble  to  collect  for,  unit  by  unit,  in  cash. 
It  is  true  that  newspapers  sell  for  less,  but  the  cus- 
tomary price  has  probably  become  established  largely 
with  reference  to  payment  by  the  week  or  month, 
i.  e.  for  combined  sales.  It  is  significant  that  the 
demand  for  a  reduction  of  fares  on  street  railways 
takes  the  form  of  trjring  to  obtain  more  than  five 
tickets  for  a  quarter.  Most  people  would  not  appre- 
ciate a  reduction  that  called  for  a  frequent  making 
out  of  four  cents  change  in  cash.  The  passenger 
would  rightly  consider  the  trouble  of  making  change 
a  part  of  the  cost  of  his  trip.  Copper  currency  is 
also  considered  by  many  disagreeable  to  handle, 
perhaps  because  of  its  formation  of  verdigris  and  its 
apparent  affinity  for  dirt.  Hence  the  nickel  is  for 
many  purposes  the  natural  stopping  point  in  the 
downward  movement  of  the  price  of  a  small  service. 
The  odd  cents  of  the  bargain  counter  are  a  phase  of 
something  of  the  nature  of  an  advertising  device  or 
of  an  expense  devoted  to  attractive  packings  rather 
than  a  result  of  true  price  determination.    It  is  only 
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for  children  and  for  the  very  poor  that  the  cent  is  a 
real  and  important  price  unit.  The  nickel  being 
thus  a  bottom  price,  and  the  bottom  of  a  thing  being 
naturally  flat,  the  flat-rate  principle  is  to  a  large  ex- 
tent an  accidental  result  of  our  system  of  coinage. 
In  Germany  the  10-pfennig  piece,  worth  2.4  cents, 
takes  a  similar  position  as  the  unit  of  street-railway 
charges. 

It  is  by  no  means  claimed  that  this  nickel  bottom 
is  impenetrable.  The  price  for  street-railway  service 
may,  and  frequently  does,  drop  below  that,  but  always 
with  a  tendency  to  make  the  nickel  after  all  the  fun- 
damental point,  from  which  a  slight  departure  is  made 
almost  by  way  of  exception,  as,  e.  g.,  by  selling  more 
than  five  tickets  for  twenty-five  cents.  If  the  funda- 
mental rate  had  not  received  a  good  deal  of  support 
from  the  conditions  and  tendencies  of  street-railway 
service  it  would  not  have  held.  But  it  has  never 
been  conclusively  proved  that  the  street  railways 
could  get  along  with  much  less.  Coincident  with  the 
cheapening  of  operating  costs  resulting  from  the 
introduction  of  electric  traction,  there  came  com- 
binations of  previously  independent  roads,  and  trans- 
fers. Thus  the  passengers  obtained  a  concession 
to  theu*  convenience  and  a  presumably  somewhat 
longer  average  ride  in  lieu  of  a  possibly  lower  fare, 
and  they  were  doubtless  well  satisfied  with  their 
bargain.  The  public  has  also  been  well  pleased  to 
have  the  street  railways  build  extensions  farther  and 
farther  into  the  suburbs.  It  may  be  laid  down  as  a 
general  proposition  that  the  people  prefer  to  obtain 
more  for  the  nickel  rather  than  to  pay  less  and  on 
the  average  get  less. 

The  managers  of  the  street  railways,  on  the  other 
hand,  have  found  the  nickel  profitable  in  most  cases. 
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and  they,  as  well  as  the  public,  have  at  least  secretly 
recognized  the  convenience  and  business  advantages 
of  having  the  rate  of  fare  fixed  by  custom  at  the  nickel. 
This  has  given  them  a  fixed  point  on  which  to  base 
their  calculations  and  has  promised  them  great  gain 
in  the  future  as  business  increased  in  density,  and  thus 
in  profitableness.  For  the  margin  between  operating 
expenses  per  passenger  and  the  nickel  collected  is, 
for  every  increase  in  the  total  nimiber  of  passengers, 
more  and  more  a  contribution  to  profits  as  distinguished 
from  interest.  The  fixed  charges  naturally  do  not 
keep  pace  with  growing  business.  Extensions  of  road 
and  the  lengthening  of  the  ride  have  doubtless  cut 
into  these  increasing  returns  of  street  railways,  and 
operating  expenses  also  have  increased  in  a  way  to 
encroach  sometimes  on  the  margin  of  net  earnings 
in  each  nickel.  But  even  tho  the  nickel  has  not 
yielded  all  the  profits  that  street-railway  interests 
have  looked  forward  to,  the  public  is  nevertheless 
entitled  to  claim  the  benefits  of  the  flat-rate  principle, 
just  as  street-railway  capitalists  would  have  claimed, 
and  doubtless  obtained,  what  the  nickel  would  have 
given  them,  had  operating  expenses  gone  down  instead 
of  tended  upward. 

A  street  railway  is  an  extreme  example  of  a  kind  of 
enterprise  where  a  large  business  obtained  by  the 
concession  of  a  low  rate  is  essential  to  success.  The 
enlightened  policy  is  to  make  the  greatest  possible 
use  of  the  great  amount  of  fixed  capital  sunk  in  the 
plant,  which  means  putting  the  price  very  little  above 
prime  cost.  A  management  that  intends  to  stay 
with  a  street  railway  is  not  seriously  thinking  of  any 
other  policy.  It  happens  that  in  the  United  States 
five  cents  has  been  the  most  convenient  law  rate  at  a 
comfortable  distance  above  prime  cost.    Hence  in- 
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fluences  tending  to  determine  rates,  opo^ting  from 
the  side  of  both  corporations  and  the  travelling  public, 
have  come  to  an  equilibrium  at  that  price. 

The  maintenance  of  the  five-cent  flat  rate  ought  so 
long  as  possible  to  be  a  fixed  principle  of  street-rail- 
way policy.  If  it  is  to  be  departed  from,  that  should 
be  accomplished  gradually  and  as  a  last  resort.  Every 
possible  device  riiould  be  adopted  to  save  this  rate 
in  its  fundamental  application,  that  is,  as  regards  the 
trajfic  between  residence  and  bueiness  sections.  The 
public  has  a  vested  right  —  morally,  if  not  legally, 
—  to  the  nickel  fare  for  this  service.  Suburbs 
have  been  developed  and  homes  have  been  built  by 
workingmen  and  others  on  the  assumption  that  the 
nickel  fare  from  home  to  the  business  center  was 
something  which  they  could  reckon  with.  If  street- 
railway  stocks  will  depreciate  unless  earnings  are 
increased,  real  estate  values  in  the  suburbs,  on  the 
other  hand,  will  go  down,  if  the  rate  of  fare  is  increased. 
The  owners  of  stocks  should  not  be  protected  from  the 
effects  of  their  miscalculations  at  the  expense  of  others 
whose  calculations  were  more  reasonable,  and  whose 
interests  are  rather  more  bound  up  with  the  good  of 
the  community.  For  it  is  a  fundamental  public  in- 
terest that  there  be  cheap  and  rapid  means  of  trans- 
portation to  the  suburbs,  in  order  that  some  of  the 
evils  of  congestion  of  population,  with  its  attendant 
injury  to  the  public  health,  may  be  avoided  or  cured. 

External  uniformity  and  constancy  of  price  conform 
to  the  requirements  of  the  situation.  Street-railway 
service  being  rendered  for  a  small  price  per  unit, 
custom  is  a  factor  in  determining  what  shall  be  charged. 
The  customaiy  price  hit  upon  has  been  the  nickel, 
because  that  is  the  coin  most  conveni^it  for  small 
retail  transactions,  upon  which  all  the  interests  at 
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stake  have  been  most  nearly  able  to  agree.  Retail 
prices  in  general  tend  to  become  customary.  Fur* 
thermore,  any  service  which  is  to  be  popular,  in  the 
sense  of  being  rendered  to  practically  all  the  people 
of  a  city,  must  not  only  be  provided  at  as  low  a  price 
as  possible,  but  the  rate  must  be  well  understood  and 
well  established. 

The  flatness  and  the  stability  of  the  nickel  rate 
being  thus  disposed  of,  let  us  consider  next  the  question 
as  to  how  far  the  flat  rate  actually  is  in  practice  and 
in  detail  the  opposite  of  a  differential  rate. 

The  economic  essence  of  the  differential  principle 
is,  not  that  prices  are  different  for  similar  services, 
but  that,  for  two  services  substantially  similar  and 
therefore  ''  costing  "  about  the  same  amount,  one  is 
made  to  contribute  to  fixed  charges  and  profits  only 
(say)  10%  above  prime  cost,  while  the  other  contrib- 
utes 50%.  The  result  is  that  the  price  in  the  two 
cases  is  as  11  to  15,  that  is,  there  is  a  difference  in  price. 
But  this  difference  is  merely  an  incidental  result  of 
the  principle  involved,  and  by  no  means  essential. 
If  the  one  service  costs  5  and  the  other  7^,  but  both 
are  performed  for  a  price  of  10,  the  differential  charge 
is  there;  since  the  net  return  is  100%  in  addition  to 
prime  cost  in  the  one  case  and  but  33%  in  the  other. 
Here  the  result  of  the  differential  chaise  is  uniformity 
of  price.  In  this  illustrative  case  the  uniformity  is 
merely  an  accidental  result;  it  is  not  in  general  wrong 
to  think  of  the  differential  principle  as  causing  differ- 
ences in  prices. 

In  the  case  of  street  railways  the  uniformity  of  the 
charge  is  no  accident.  True,  the  scope  of  the  opera- 
tions of  the  differential  principle  is  restricted.  It 
is  not  free  to  produce  the  remarkable  effects  that  it 
sometimes  does  in  steam-railroad  charges.    But  paft- 
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sengers  are,  nevertheless,  in  a  sense,  (Merentially 
treated,  by  very  reason  of  the  fact  that  the  rate  for 
all  is  a  nickel. 

Business  on  a  given  line  during  certain  hours  of  the 
day  may  not  be  sufficient  to  justify  the  running  of  more 
than  a  minimum  schedule  of  cars.  There  is  a  certain 
minimum  frequency  of  street-car  service  —  doubtless 
varjdng  from  city  to  city  —  which  the  public  will 
require.  The  necessity  of  giving  employees  something 
like  a  full  day's  work  also  causes  unfilled  cars  to  be 
kept  running  at  slack  hours.  Under  such  circum- 
stances, new  passengers  riding  on  one  of  the  cars 
gathering  few  passengers  cost  the  company  practi- 
cally nothing.  Here  a  nickel  may  be  considered  to 
be  entirely  net  return.  On  some  other  line  of  the 
company  the  traffic  is  probably  dense  enough  all  day 
long  to  warrant  the  operation  of  more  than  a  minimum 
schedule.  Here  added  passengers  will  cause  the 
addition  of  cars,  and  a  car  load  of  passengers  must 
be  taxed  with  the  operating  expenses  of  the  car  before 
we  get  a  net  portion  of  each  nickel.  In  the  rush-hour 
period  the  same  principle  applies,  with  a  modification. 
Since  the  rush  hour  is  the  period  of  maximum  loading, 
if  cars  are  supplied  in  proportion  to  passengers  at  that 
time,  the  supply  of  equipment  must  increase  to  a  point 
where  some  of  it  is  used  for  rush-hour  passengers 
only.  In  this  case  some  of  the  interest  and  deprecia- 
tion on  equipment  is  prime  cost.  In  other  words, 
the  rush-hour  variable  cost,  or  prime  cost,  per  car 
load  of  business  (assuming  the  car  load  to  be  a  constant 
quantity)  is  greater  than  at  any  other  time.  If  the 
car  load  remains  the  same,  the  margin  above  prime 
cost  from  each  nickel  will  be  much  reduced.  In 
practice  the  situation  is  met  by  increasing  the  load, 
so  that  the  number  of  nickels  per  car  trip  is  great 
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enough  to  more  than  overbalance  the  increased  prime 
cost  per  car  load.  In  this  way  the  rush-hour  business 
is  possibly  the  most  profitable  business  of  street-railway 
companies.  As  r^ards  the  passenger  riding  against 
the  current  in  the  rush  hour,  however,  the  prime  cost 
of  carriage  is  again  practically  nil.  There  is  plenty 
of  differentiation  in  the  system  of  street-railway  charges, 
tho  the  expression  of  the  principle  is  not  the  same  as 
with  steam  roads. 

So  far  as  practice  knows  an  opposite,  the  nearest 
to  the  true  opposite  of  the  differential  system  of  rates 
is  the  zone  system,  according  to  which  the  charge 
made  is  modified  according  to  distance  traversed. 
But  even  in  this  case,  so  antithetical  are  railroad  rates 
to  adjustment  on  the  basis  of  cost,  the  approximation 
to  a  total-cost  system  is  very  remote. 

Regard  for  total  cost  per  unit  should  take  account 
of  the  density  of  traffic  on  different  lines,  as  well  as 
distance  travelled.  But  this,  so  far  as  the  writer 
knows,  has  not  been  attempted.  The  flat-rate  system, 
by  being  more  flat  than  the  zone  system,  only  comes 
much  nearer  to  being  an  adequate  expression  of  the 
economic  factors  which  produce  the  manifestly  dif- 
ferential system  of  steam  roads.  The  practice  of 
charging  the  same  or  approximately  the  same  rate 
for  the  long  haul  and  for  the  short  haul  included 
within  it  is  a  phase  of  the  differential  system  of  the 
steam  roads.  There  is  an  evident  and  essential  simi- 
larity between  this  and  the  flat-rate  system  of  the 
street  railways. 

Whether  the  term  differential  should  be  applied 
to  the  relation  of  the  flat  nickel  rate  to  the  contribu- 
tions to  profits  made  by  different  classes  of  passengers, 
may  perhaps  be  questioned.  That  is  a  matter  of 
terminology.    The  conception  of  a  differential  return 
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to  land  as  the  foundation  of  the  ih&ofty  of  economic 
rent  is  older  than  are  the  railroads,  llie  di£Ferential 
return  here  is  a  result  of  uniformity  of  price  l<x  prod- 
ucts of  varying  cost;  thus  the  situation  is  entirely 
analogous  to  the  differential  contributions  of  street- 
railway  passengers  to  profits.  It  would  appear, 
therefore,  that  (Ufferentials  are  a  part  of  the  street-rail- 
way flat-rate  system  as  much  as  of  the  steam-railroad 
system  of  classification  of  freight  and  passengers. 

Passenger  business,  which  is  practically  the  whole 
business  of  street  railways,  does  not  lend  itself  to 
differentiation  as  readily  as  freight  business.  Even 
the  railroads  differentiate  less  in  their  passenger 
traffic.  The  well-to-do  citizen  will  not  submit  to 
being  charged  a  double  price  where  the  workman 
is  charged  half  as  much  for  the  same  service;  at  least 
he  does  not  want  it  done  openly  and  without  the 
semblance  of  a  difference  in  the  quality  of  service. 
Hence  this  kind  of  differentiation  will  not  work  well. 
The  street  railways,  especially,  could  not  well  sep- 
arate the  different  classes  of  passengers  without  great 
cost  to  themselves  and  intolerable  inconvenience  to 
the  travelling  public. 

Most  of  the  business  of  a  street  railway,  moreover, 
will  respond  to  the  nickel  rate  in  a  way  to  yield  the 
maximum  profits  at  about  that  point.  The  business 
that  would  readily  pay  more  even  for  somewhat 
better  accommodation  is  relatively  small.  The  addi- 
tional business  that  could  be  obtained  by  a  slight 
reduction  in  price  is  also  not  important.  These  are 
further  phases  of  the  fact  that  the  nickel  is  a  low-level 
price  for  such  a  service,  at  which  the  various  factors 
tend  to  be  at  equilibrium. 

Where  quantity  of  business  is  a  considerable  factor 
in  its  total  unit  cost,  and  where  an  enterprise  ministers 
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to  several  lines  of  production  or  service  which  are 
(Merent  from  each  other  in  respect  of  their  responsive- 
ness to  a  lowering  of  charges,  there  is  room  for  the 
application  of  the  differential  principle.  The  street- 
railway  business  conforms  to  the  requirements  of  this 
proposition,  yet  the  flat  rate,  instead  of  external 
differentiation,  is  the  rule.  This  no  longer  appears 
paradoxical  when  we  see  that  the  nickel  calla  forth 
the  greatest  volume  of  traffic  for  practically  all  the  classes 
the  street  railways  serve.  The  single  rate  for  diverse 
services  and  the  varying  rate  for  substantially  the 
same  service  have  an  identical  economic  foundation. 
There  is  evidently  every  reason  why  departure  from 
the  flat  rate  should  be  permitted  for  suflScient  reasons, 
but  we  must  not  forget  that  there  must  also  be  good 
grounds  for  the  fact  that  there  is  actually  so  little 
departure  from  it.  Those  grounds  make  it  entirely 
consonant  with  the  principle  of  differentiation. 

The  absence  of  causal  relation  between  the  total 
cost  of  the  particular  item  of  street-railway  service 
and  the  price  paid  for  it  is  still  the  essence  of  the 
situation,  but  the  differential  element  in  the  price 
charged  results  from  it,  instead  of  in  detail  determin- 
ing it.  The  flat  rate  can  therefore  be  maintained  only 
by  the  inclusion  of  business  on  which  the  margin  of  net 
return  in  the  nickel  is  large  along  with  that  in  which 
it  is  small,  —  the  fat  with  the  lean.  This  situation  is 
of  the  essence  of  the  flat-rate  principle,  that  it  cover 
both  the  relatively  profitable  and  the  relatively  or 
absolutely  unprofitable  business,  and  that  the  one 
shall  make  up  for  the  other  and  the  other  be  balanced 
by  the  one.  The  Post-Qffice  sustains  itself  on  a  flat- 
rate  system  of  charges  maintained  in  just  this  way. 

The  "  fat ''  is  composed  of  the  short  rides  taken 
within  the  business  center;   the  home-to-work  traffic 
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is  the  complementary  ^'  lean."  Both  because  of  the 
time  of  day  when  it  occurs  and  because  of  its  balanced 
character,  the  iimer-city  traffic  is  highly  advantageous 
to  the  railway  that  serves  it.  But  its  amount  depends 
upon  the  volume  of  daily  traffic  to  and  from  the  busi- 
ness center.  There  is  a  natural  connection  between 
these  two.  They  should  therefore  go  to  the  same 
company  in  order  that  the  high  differential  return 
from  the  one  may  compensate  for  the  high  prime 
cost  of  the  other.  Consolidation  of  street  railways 
thus  not  only  facilitates  the  rational  development  of 
a  transfer  system  but  it  also  appropriately  unites 
fat  and  lean. 

We  have  mentioned  some  of  the  peculiarities  of  the 
economic  status  of  branch  railroads.  When  there 
is  no  pretense  of  paying  according  to  distance  travelled, 
as  is  the  case  with  American  street  railways,  it  is 
obvious  that  an  extension  or  branch,  if  it  does  not  pay 
directly,  cannot  pay  through  carrying  passengers  to 
a  main  line  where  they  ride  a  long  distance.  The 
nickel  pays  for  the  entire  ride,  and  the  longer  it  is 
the  more  it  costs  the  company.  But  there  is  another 
way  in  which  extensions  that  are  not  profitable  ac- 
cording to  their  showing  as  treated  separately,  may 
nevertheless  pay  indirectly.  A  city  street-railway 
system  is  interested  in  the  development  of  its  business 
center.  The  development  of  the  business  center  is 
dependent  upon  the  growth  of  a  tributary  population, 
and  this  involves  the  development  of  outlying  resi- 
dence districts.  The  development  of  outlying  resi- 
dence districts  depends  upon  the  building  of  extensions. 
The  business  man  who  comes  to  town  in  the  morning 
will  perhaps  spend  two  nickels  for  short  rides  in  the 
business  section.  And  his  wife  shopping  in  the  after- 
noon may   spend   two  more.    The  only  way  such 
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profitable  business  in  the  center  of  the  town  can  be 
made  to  grow  is  by  increasing  the  residence  popula- 
tion tributary  to  the  business  center*  To  do  this, 
cheap  transit  must  be  provided.  Of  course  there  are 
limits  beyond  which  the  street-railway  system  cannot 
afford  to  extend  its  lines  for  a  nickel  fare.  But  those 
limits  are  always  something  less  than  what  they 
would  be  if  an  extension  were  always  required  directly 
to  pay  for  itself.  Not  only  will  such  an  extension 
develop  business  which  will  afford  more  and  more 
nickels  as  the  neighboring  population  grows,  but  some 
of  the  increase  of  the  business  center  traffic  of  the 
old  lines  may  properly  be  attributed  to  it.  This 
contribution,  however,  is  general  or  common  to  what- 
ever lines  serve  the  latter  traffic  rather  than  confined 
to  those  controlled  by  the  company  building  the 
extension.  But  the  American  city  is  in  general  served 
by  a  single  inclusive  system,  which  thus  gets  the  full 
benefit  of  extensions  and  outlying  lines. 

It  follows  from  the  above  that  it  is  not  necessary 
that  every  line  of  a  street-railway  system  should  pay 
for  itself  separately  and  directly  and  immediately. 
In  every  business  large  outlays  are  made  with  no 
expectation  of  immediate  and  direct  retmn.  Out- 
lying lines  of  street  railways  in  particular  come  under 
this  principle.  It  is  a  very  difficult  practical  problem 
to  determine  just  how  much  an  extension  may  eco- 
nomically be  allowed  to  fall  short  of  paying  for  itself. 
But  in  general  a  street  railway  should  consider  all 
the  possibilities  beforehand  and  take  the  consequences 
of  its  judgment.  Because  of  the  vested  interests 
impaired  by  the  advancement  of  the  rate  of  fare  on 
any  suburban  line,  the  general  principle  of  a  flat  rate 
should  not  be  encroached  upon  because  of  small  losses 
on  outlying  lines  incurred  by  a  company  having  a 
network  of  lines  extending  through  an  entire  city. 
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li  there  is  any  sort  of  traffic  whidi  <hi  grounds  of 
public  policy  should  be  allowed  to  retain  the  custo- 
mary five-cent  rate  to  the  end,  it  is  just  this  traffic 
between  home  and  work.  The  ''  fat ''  profits  should 
not  be  taken  here.  It  is  even  a  debatable  question 
whether  a  municipality  should  not,  if  necessary, 
subsidize  traffic  between  healthful  suburbs  and  the 
business  center. 

III.   Certain  Applications  of  Differentiation  in 

Street-railway  Practice 

There  are  two  points  of  view  from  which  a  particular 
rate  should  be  judged,  the  one  that  of  the  railroad  as 
a  business  enterprise,  the  oth^  that  of  the  travelling 
public.  Each  rate  question  raised  should  be  ade- 
quately studied  on  its  individual  merits  from  each 
of  these  points  of  view,  but  always  with  due  r^ard 
to  the  fact  that  the  rate  under  consideration  will  be 
part  of  a  system  of  rates  more  or  less  di£Ferential  in 
its  natiu*e. 

The  most  important  question  at  issue  between  the 
street  railways  and  the  public  is  as  to  the  limit  of 
distance  which  a  passenger  may  expect  to  be  carried 
from  the  center  of  the  city  for  five  cents.  It  is  a  public 
interest  and  should  be  a  fundamental  point  of  public 
policy  to  make  the  five  cents  carry  the  passenger  as 
far  as  possible.  But  in  many  instances  the  street 
railways  have  done  all  the  public  should  require  of 
them  in  this  direction,  partly  because  they  have  wished 
to  exclude  competitors  from  the  exntase  of  franchises 
that  they  have  expected  to  become  valuable.  The 
present  task  is  one  of  equalisation  and  adjustment 
of  the  limit  of  carriage  for  a  single  fare,  and  of 
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ing  it  up  to  a  reasonable  standard  in  certain  instances, 
rather  than  of  generally  extending  it. 

Whether  that  standard  is  10  miles  or  something 
short  of  it  we  shall  not  attempt  to  say.  It  certainly 
is  more  than  five.  A  mile  for  a  cent  is,  in  the  opinion 
of  many  practical  street-railway  men,  about  the  limit 
of  the  average  ride  for  street-railway  service.  But 
the  limit  of  distance  of  transportation  from  the  busi- 
ness center  is  a  question  of  the  maximum,  not  of  the 
average.  Tho  the  length  of  ride  on  some  extensions 
of  surface  routes  appears  to  be  unduly  great,  even 
after  allowing  these  long  routes  some  benefit  of  dif- 
ferentiation, yet  if  such  lines  are  a  part  of  a  compre- 
hensive system,  that  fact  should  be  taken  into  account. 
The  showing  of  the  extension  separately  considered 
is  not  conclusive  as  to  whether  the  five-cent  rate  is 
reasonable  for  it  or  not.  We  have  above  seen  how 
the  principle  according  to  which  a  loss  on  a  branch 
road  may  be  no  loss  is,  to  a  degree,  also  applicable  to 
street-railway  systems.  The  differential  principle  may, 
from  this  viewpoint,  be  applied  with  great  force  to  favor- 
ing long  riding  into  the  suburbs.  So  far  as  increased 
short  riding  at  the  business  center  is  a  direct  conse- 
quence of  carrying  more  people  to  that  center,  it  is 
not  even  necessary  that  the  prime  cost  of  the  latter 
carriage  shall  be  less  than  five  cents,  for  it  contributes 
largely,  tho  indirectly,  to  the  profit  from  the  short 
rides  at  the  business  center. 

Even  if  the  street-surface  railways  have  sometimes 
over-reached  themselves  in  the  matter  of  extensions, 
it  is  not  entirely  clear  that  the  public  should  be  expected 
to  pay  the  cost  through  an  increased  fare  on  such 
lines.  The  natural  conditions  of  surface  street-railway 
service  protect  such  enterprises  from  any  extreme 
development  of  long-haul  business.    The  time  con- 
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Bumed  makes  the  street-eurface  road  the  practicable 
means  of  transportation  for  only  a  limited  distance 
from  the  business  center.  The  outlying  lines  of  sur- 
face railways  in  the  very  large  cities  will,  in  the  long 
run,  be  used  chiefly  as  feeders  for  more  rapid  means 
of  transit.  Long  rides  on  such  surface  lines  to  the 
business  center  will  then  be  exceptional,  and  will 
probably  occur  at  such  hours  as  would  make  their 
prime  cost  less  than  a  nickel  —  else  the  rush-hour 
traflSc  is  not  true  to  its  name  and  does  not  care  for 
speed.  Hardly  more  than  the  maintenance  of  the 
stains  quo  is  necessary  to  give  due  consideration  to 
all  interests  as  regards  these  long  or  outlying  lines. 

Those  who  speak  for  the  railways  are  prone  to  make 
too  much  of  extensions  of  line  as  an  indication  of  in- 
crease in  the  average  length  of  ride.  Such  extensions 
are  doubtless  made  in  response  to  a  growth  of  popu- 
lation, which  also  means  that  the  distance  between 
residence  and  business  centers  is  becoming  increas- 
ingly great.  But  tho  some  are  now  riding  longer 
distances  between  home  and  work,  others  who  walked 
before  are  just  pushed  beyond  the  walking  limit, 
and  many  more  are  attending  to  errands  within  the 
business  center  by  riding  short  distances  instead  of 
walking.  As  a  city  grows  the  number  of  rides  always 
increases  faster  than  population.  With  an  increase 
in  population  of  30  per  cent,  rides  may  be  expected 
to  increase  60  per  cent.^  While  the  five-eighths  of  the 
passengers  representing  the  old  business  are  doubt- 
less taking  a  longer  ride,  the  three-eighths  recently 
gained  are  quite  as  clearly  relativdy  short-haul  traffic. 
It  is  evident  that  the  change  does  not  certainly  mean 
a  significant  increase  in  the  average  length  of  ride. 

>  This  is  a  conservative  statement.  Statistics  bearing  on  the  rdation  between 
urban  population  and  street-railway  tralBo  may  be  looked  for  In  the  1910  report  oC 
the  New  York  Public  Service  Commission,  First  District. 
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The  accompanying  increase  in  density  of  traffic  also 
favors  economical  service;  and  the  per  capita  con- 
tribution of  the  citizens  to  the  support  of  the  railway 
has  increased  faster  than  the  extent  of  the  latter's 
permanent  plant. 

It  is  the  essence  of  any  just  conception  of  street- 
railway  rates  that  the  long-haul  traffic  between  resi- 
dence and  business  centers  should  not  be  considered 
by  itself.  If  it  is  correct  to  compute  separately  the 
cost  of  this  traffic  and  of  inner-city  traffic,  it  is  even 
more  certain  that  three  cents  is  too  much  for  the  latter 
than  that  five  cents  is  too  little  for  much  of  the  former. 
The  fact  is  that  the  two  are  naturally  and  economi- 
cally bound  together.  No  rate  policy  for  outlying 
districts  should  neglect  this  consideration. 

Were  there  not  the  prospect  of  rapid-transit  lines 
(with  their  low  operating  cost  per  seat-mile)  taking 
over  most  of  the  long-distance  home-to-work  traffic, 
a  radical  rearrangement  of  fares  on  outlying  surface 
lines  might  soon  have  to  be  considered.  The  system 
of  differentiation  cannot  specially  favor  relatively 
increasing  long-distance  traffic.  A  kind  of  business 
that  barely  pays  prime  cost  can  be  carried  comfortably 
if  it  will  remain  only  (say)  10  per  cent  of  the  total; 
but  its  growth  to  be  20  or  30  per  cent  might  bring 
disaster.  The  steam  roads  are  now  feeling  the  effects 
of  the  disproportionate  growth  of  favored  long-haul 
traffic  between  large  urban  centers.  Further  extensions 
of  street-surface  lines  in  the  largest  cities,  other  than 
for  rounding  out  an  existing  system,  are  not  much 
to  be  expected  under  a  uniform  5-cent  rate.  It  is  to 
the  rapid-transit  lines  that  must  be  entrusted  the 
preservation  of  the  single  fare  from  increasingly  dis- 
tant residence  portions  to  the  business  centers  of  the 
largest  cities. 


644  QUABTBRLY  JOURNAL  OF  ECONOMICS 

The  relation  of  transfers  to  the  rate  of  fare  on  street 
railways  is  a  vital  one.  It  has  been  so  persistently 
the  practice  of  railway  men  to  count  transfers  as 
passengers  and  to  figure  an  average  fare  on  this  basis, 
that  it  appears  to  some  to  be  the  natural  means  of 
increasing  revenues  to  charge  for  transfers  as  if  they 
constituted  an  additional  service.  For  some  purposes 
it  is  important  to  know  the  number  of  transfers.  But 
the  unit  of  service  rendered  by  the  railway  company 
is  the  passenger  trip  and  the  unit  of  payment  for  that 
service  is  the  single  fare.  The  changing  of  cars  is  an 
accident  of  a  passenger  trip.  The  number  of  times 
it  has  to  be  done  is  determined  chiefly  by  the  routing 
of  cars,  or  by  the  choice  of  a  place  of  residence  in  rela- 
tion to  place  of  work  that  disregards  this  accident  or 
incident  of  the  daily  journey.  The  necessity  of  chang- 
ing cars  would  not  be  disregarded  by  the  public  if 
the  transfer  involved  an  additional  pajmient.  Under 
a  system  of  pay  transfers  a  company  could,  by  an 
artificial  routing  of  cars  with  a  view  to  making  the 
most  of  transfer  receipts,  considerably  increase  its 
revenues  at  a  disproportionate  cost  to  the  public. 
Under  such  circumstances  the  routing  of  cars  would 
have  to  become  a  matter  for  detailed  public  regulation. 
It  is  altogether  better  to  allow  the  company  to  route 
cars  according  to  its  administrative  convenience 
with  regard  to  the  direction  of  the  movement  of  traffic. 
It  will  then  try  to  reduce  the  need  of  transfers  as  much 
as  may  be,  thereby  combining  economical  operation 
with  accommodation  to  the  public.  So  long  as  the 
passenger  trip,  and  not  the  passenger  mile,  is  the 
unit  of  street-railway  service,  any  reasonable  trip 
that  cannot  be  accomplished  on  a  through  car 
should  be  made  possible  by  the  use  of  a  ''  free " 
transfer. 
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Because  of  the  different  competing  economic  interests 
involved,  the  case  of  a  joint  rate  between  separate 
companies  or  systems  is  ordmarily  different  from  that 
of  transfers  between  cars  of  a  single  system.  Trans- 
fers have  vary  properly  been  made  the  condition  of 
consolidation,  or  a  cost  incident  to  it  —  if  indeed 
their  reasonable  use  in  the  long  run  may  be  said  actu- 
ally to  involve  any  increase  of  cost.  Real  competi- 
tion (as  to  service,  the  rate  being  fixed),  however, 
is  in  itself  so  advantageous  that  it  may  be  to  some 
extent  accepted  in  lieu  of  more  transfer  points.  The 
reason  for  a  difference  of  policy,  however,  as  regards 
requiring  transfers  (at  five  cents  per  passenger  trip) 
between  the  lines  of  a  single  company  and  a  joint 
rate  (at  six  to  nine  cents)  between  those  of  different 
ones,  evidently  contains  its  own  qualification. 

Joint  rates  may  well  be  more  than  5  cents,  except 
where  the  corporations  involved  are  not  really  inde- 
pendent and  competing.  Where  they  are  competi- 
tors, the  public  gains  from  the  opportunity  afforded 
for  comparing  them  as  to  grade  of  service  and  to  some 
extent  choosing  between  companies.  Competition 
as  regards  the  quality  of  service  offered,  the  rate 
being  fixed,  has  a  value  to  the  public  which  other  sorts 
of  competition  between  monopolistic  enterprises  do 
not  have.  But  where  the  public  cannot  obtain  the 
benefits  of  competition  because  of  the  control  of 
nominally  separate  roads  by  a  holding  company, 
there  is  ground  for  requiring  what  is  actually  a  transfer, 
tho  legally  a  joint  rate,  wherever  general  or  geograph- 
ical conditions  justify  it. 

It  is  the  stock  argument  of  those  who  oppose  free 
transfers  that  they  mean  a  declining  rate  of  fare  or 
an  increasing  length  of  ride,  or  even  both.  If  the 
transfer  be  counted  as  a  passenger,  which  is  the  way 
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to  arrive  at  a  declining  rate  of  f are,  it  is  not  at  all 
likely  that  the  length  of  ride  for  such  a  ^'  passenger  " 
has  on  the  average  even  held  its  own.  If  the  revenue 
passenger  be  taken  as  the  unit,  it  may  be  that  there 
has  been  an  increase  in  the  average  length  of  ride 
(including  in  the  single  trip  its  continuation  on  another 
car).  Of  course  one  or  the  other  of  these  arguments 
must  lose  its  force  when  the  two  are  combined.  But 
granted  that  the  ride  is  longer,  and  granted  also  that 
this  has  come  about  by  reason  of  the  general  use  of 
transfers,  it  still  does  not  follow  that  the  physical  cost 
of  carriage  (the  car  mileage  involved)  has  correspond- 
ingly increased,  or  increased  at  all.  The  long  rides 
effected  by  transfer  will  be  in  directions  or  over  routes 
not  much  frequented,  else  the  company  would  through- 
route  cars  over  them  and  avoid  the  necessity  of  trans- 
ferring so  much.  The  longest  rides  effected  by  means 
of  transfers,  it  would  be  generally  admitted,  are  those 
from  outlying  parts  of  town  somewhat  into  the  busi- 
ness center  and  then  out  again  in  a  different  direction. 
Such  rides  are  taken  at  odd  times  and  also  in  such  a 
way  that  in  part  they  are  likely  to  be  back  load  on 
cars  otherwise  almost  empty.  They  are  therefore 
rather  profitable  than  otherwise  to  the  company.  This 
is  doubtless  rather  generalized  geography.  Some  re- 
strictions of  the  transfer  privilege  are  entirely  just. 
The  general  allegation  as  to  length  of  ride,  however, 
of  itself  proves  nothing.  Chicago  has  recently  taken 
steps  to  favor  precisely  such  surface  traffic  from  end 
to  end  of  the  city  across  the  business  center. 

According  to  the  idea  of  differentiation  here  pre- 
sented, the  differential  character  may  find  expression 
either  in  charging  a  varsdng  rate  for  substantially 
similar  services  or  in  charging  the  same  price  for 
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services  differing  in  character.  A  highly  important 
differentiation  in  the  service  of  street  railways  is  observ- 
able in  the  different  conditions  of  carriage  and  treat- 
ment for  rush-hour  and  non-rush  passengers,  the 
former  being  crowded  and  in  large  numbers  compelled 
to  stand,  while  the  latter  are  given  room  and  seats 
enough  and  to  spare.  Whether  this  is  a  reasonable 
differentiation  is  a  question  upon  which  the  public 
seems  to  have  adopted  an  opinion  against  the  practice 
of  the  railways.  The  question  is  a  particularly  urgent 
one  in  the  case  of  the  New  York  subway.  How  far 
is  the  crowding  there  an  over-crowding?  The  easy 
way  to  dispose  of  the  matter  is  to  assume  that  the 
ntmiber  and  proportion  of  standing  passengers  is  the 
measure  of  over-crowding.  But  this  assumes  that 
it  is  feasible  to  maintain  the  same  quality  of  service 
in  the  rush  period  and  in  the  non-rush  period,  quality 
of  service  being  defined  with  reference  to  the  wishes  of 
the  passenger,  namely,  a  seat  at  will  for  the  length  of 
his  ride. 

Does  it  mean  the  same  thing,  either  from  the  view- 
point of  the  passenger  or  from  that  of  the  railroad, 
to  furnish  a  seat  in  the  rush  period  and  to  furnish 
one  in  the  non-rush  period  ?  During  the  rush  hoiu- 
the  average  passenger  trip  is  longer,  in  other  words 
the  passenger  at  that  time  wants  more  for  his  nickel. 
On  the  other  hand,  the  providing  of  extra  and  other- 
wise little  used  equipment  and  employees  for  the 
peak-load  means,  for  the  railway  company,  a  greater 
cost  of  the  service  per  physical  unit  at  this  time.  The 
demand  for  seats  may  be  four  or  five  times  as  great 
at  the  rush  hour  as  it  is  in  the  middle  of  the  day.  It 
would  seem  that  the  only  way  to  deal  with  this  situa- 
tion is  to  admit  the  necessity  of  a  different  standard 
of  service  for  rush  and  non-rush  periods,  in  other  words^ 
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of  differ^itial  treatment.  If  the  rate  of  fare  is  to 
remain  constant,  it  would  seraa  neoeasary  to  allow  a 
company  to  provide  relatively  fewer  cars  for  its  rush- 
hour  than  for  its  non-rush  travel.  This  must  be  the 
case  if  the  company  is  to  receive  the  same  revenue 
per  car  mile,  since  the  longer  ride  means  heavier  load- 
ing, that  is  more  passenger  miles  and  more  passengers 
in  the  car  at  the  same  time,  the  number  of  passengers 
(fares)  per  car  mile  remaining  the  same.  It  is  possible 
that  the  railways  should  be  allowed  even  a  little  more 
than  this.  Perhaps  the  revenue  per  car  mile  ought 
to  be  somewhat  higher  for  the  rush-hour  service. 
True,  it  is  not  at  all  inconsistent  with  a  correct  theory 
of  railway  rates  that  the  relatively  invariable  (''  fixed  '' 
and  other)  charges  apportioned  to  non-rush  traffic 
should  be  great  enough  to  allow  rush-hour  traffic  to 
escape  with  comparatively  little  burden  in  addition 
to  prime  cost.  But  the  staple  business  of  a  railway 
company,  that  which  needs  no  encouragement  and  is 
on  the  contrary  willing  to  put  up  with  pretty  bad 
service,  is  not  the  portion  most  likely  to  be  favored. 
And  the  prime  cost  itself  may  be  expected  to  be  some- 
what higher  in  the  rush  than  in  the  non-rush  hour. 
So  it  is  clear  that  '^  a  seat  for  every  passenger  "  cannot 
be  adopted  offhand  as  the  standard  of  service  during 
the  rush.  Over-crowding  may  not  be  the  same  as 
crowding  enough  to  compel  some  passengers  to  stand. 
But  for  the  uniformity  of  street-railway  rates, 
which  is  not  only  generally  established  but  well-suited 
to  the  economic  and  other  requirements  of  the  situa- 
tion, the  rush-hour  passenger  might  justifiably  be 
charged  more  than  the  non-rush  passenger.  Vice 
versa  it  is  not  unreasonable  that  he  should,  paying 
the  same  fare,  expect  to  have  to  put  up  with  a  some- 
what less  comfortable  ride  at  that  time.    There  is 
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certainly  little  economic  ground  for  an  especially 
reduced  fare  for  this  service,  even  tho  its  cheap  per- 
formance be  of  the  greatest  importance. 

The  recognition  of  the  presence  of  differentials  in 
the  customary  five-cent  fare  helps  towards  an  under- 
standing of  the  most  important  questions  of  public 
policy  in  relation  to  street-railway  rates.  It  is  true 
that  external  differentiation  of  charges  is  seldom  to 
be  considered.  The  street-railway  fare  should  in 
general  be  simple  and  single,  and  in  America  this 
means  "  flat "  at  the  nickel.  Transfers  between 
car  routes  of  the  same  company,  having  little  to  do 
with  costs,  should  have  as  little  to  do  with  rates; 
they  do  not  ordinarily  constitute  a  peculiarity  of  the 
passenger  trip  that  deserves  special  consideration. 
But  the  problem  of  a  proper  standard  for  rush-hour 
service  should  be  regarded  in  its  relation  to  differen- 
tiation. Crowding  during  the  rush  hour  should  be 
defined  by  reference  to  prime  costs  as  well  as  to  physical 
conditions.  Most  important  of  all,  the  limit  of  car- 
riage to  residence  districts  distant  from  the  business 
center  should  be  detenmned  by  a  rather  refined  ap- 
plication of  doctrines  of  prime  cost  and  of  secondary 
profits,  and,  as  r^ards  the  surface  lines,  with  reference 
to  the  self-limiting  nature  of  the  service.  Rapid-transit 
lines  are  the  natural  means  of  preserving,  for  the 
largest  cities,  the  ''  single  fare  "  to  their  distant  parts. 

G.  P.  Watkins. 

Public  Service  Commibsion, 
New  York. 
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I.  General  Description 

Although  the  present  process  of  manufacturing 
paper  from  wood  pulp  was  introduced  into  the  United 
States  about  1867,  it  was  not  until  1890  that  the  in- 
dustry entered  upon  a  period  of  marked  growth  and 
development.  Improvements  and  economies  in  the 
method  of  manufacturing  were  devised  frequently 
after  1890,  and  in  seven  years  the  price  of  common 
news  paper  fell  from  seven  to  two  cents  per  pound  — 
perhaps  the  lowest  price  it  has  ever  attained  in  this 
country.  The  gradual  departure  of  newspaper  pub- 
lishers from  their  aversion  to  increases  in  circulation 
(once  regarded  as  unprofitable)  led  to  the  familiar 
one-cent  metropolitan  dailies  of  Mr.  Pulitzer  and  Mr. 
Hearst,  and  their  innovation  was  followed  by  others 

>  Thlt  paper  received  the  first  priie  In  the  undergraduate  competition  of  1911 
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in  rapid  succee^n.^  The  expansion  of  the  industry 
was  especially  remarkable  after  1897,  and  by  1905 
the  capital  invested  in  the  entire  paper  industry  had 
risen  to  $277,000,000,  and  the  annual  product  to 
$188,000,000^  The  comparatively  small  annual  turn- 
over indicated  by  these  figures  is  even  more  marked 
in  the  "newsprint"  division  of  the  industry  —  to 
which  I  shall  confine  myself  in  this  discussion;  here 
the  annual  product  or  turnover,  $36,000,000,  was 
probably  one-half  of  the  capitalization. 

The  wood  now  generally  used  in  the  manufacture 
of  news  paper  is  spruce,  cut  in  the  forests  of  Maine, 
New  York,  Minnesota,  and  Southern  Canada,  whence 
it  is  floated  by  river,  or  shipped  by  rail,  to  the  mills 
of  New  England,  New  York,  and  Wisconsin.  Two 
kinds  of  pulp  are  required:  mechanical  and  chemical. 
Spruce  is  raw  material  for  the  pulps,  and  the  pulps 
are  raw  material  for  the  paper.  Mechanical  pulp  is 
little  else  than  ground  wood,  produced  by  the  erosion 
of  the  spruce  when  held  in  contact  with  common 
grindstones  driven  by  hydraulic  power  at  the  rate  of 
three  revolutions  per  second.  But  the  fibres  of  the 
mechanical  pulp  are  not  long  enough  to  produce  a 
strong  paper,  and  there  is  accordingly  added  ''sul- 
phite" or  chemical  pulp  made  from  the  cooking  or  di- 
gesting of  spruce  or  hemlock  in  huge  brick-lined  steel 
digesters  containing  a  solution  of  sulphurous  acid, 
which  eats  away  the  lignum  cells  of  the  wood  and 
leaves  the  pure  cellulose.  After  thoro  mixing  and 
bleaching,  the  mass  of  water-soaked  stock  (four- 
fifths  mechanical  pulp  and  one-fifth  chemical  pulp) 

>  Report  and  HearlngB  of  the  Select  Committee  of  the  House  of  Repreeentatlvee 
appointed  to  Investigate  the  conditions  In  the  paper  industiy,  1906,  p.  763.  Here- 
after referred  to  as  '*  Hearlnss." 

*  Census  BuUetin  No.  80,  p.  32. 
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passes  to  the  endless  wire  cloth  of  the  paper  machine 
and  then  goes  through  several  systems  of  cylindeiB 
and  rollers  which  mat  it  firmly  together,  evaporate 
the  moisture  and  produce  a  hard-finished  uniform  web 
of  paper  wound  upon  the  reels  as  we  commonly  see  it. 
From  this  short  description  it  will  be  evident  that 
the  equipment  of  a  company  carrying  the  manufacture 
through  all  of  its  stages  consists  of  three  parts:  me- 
chanical pulp  mill,  chemical  pulp  mill,  and  mill  con- 
taining the  paper  machine.^  The  three  mills  of  such 
a  balanced  company  can  be  erected  for  about  $20,000 
for  each  ton  daily  capacity  of  finished  paper,  or 
$2,000,000  for  a  "  hundred  ton  mill." »  In  the  two 
last  mentioned  mills,  steam  power  is  generally  used :  in 
the  chemical  mill  to  cook  the  wood,  and  in  the  pap^ 
mill  to  dry  the  stock  and  to  secure  accurate  control 
of  the  machine.  In  the  mechanical  pulp  mill,  howev^, 
steam  power  is  too  expensive,  and  here  we  find  one  of  the 
two  most  important  factors  determining  the  location 
of  a  successful  pulp  mill.  Water  power  is  an  absolute 
necessity.  In  order  to  comprehend  the  full  significance 
of  this  fact,  it  will  be  well  to  consider  the  requirements 
of  a  mill  producing  100  tons  of  paper  per  day  — 
less  than  twice  the  amount  daily  consumed  by  a 
metropolitan  newspaper  of  300,000  circulation.  Such 
a  mill  needs  about  80  tons  of  mechanical  pulp  daily, 
and  for  each  ton  of  pulp  it  is  necessary  to  use  from 
75  to  100  horse  power  operating  throughout  the 
entire  twenty-four  hours  —  or  about  7,000  horse 
power  for  the  100  tons.  Now  this  is  an  enormous 
horse  power,  and  of  the  total  1,647,969  horse  power 

1  The  nMohlnM  vaiy  In  aiM,  but  are  iiaii»Ily  orer  100  feellolic,  mMiufftetim  paper 
130  to  100  inohet  wide,  and  cost  about  100,000  eaeh. 

s  See  estlmatee  of  Tariff  Board,  Report  on  the  Pulp  and  Newpptlnt  Paper  In- 
dustry, 1911,  p.  70. 
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developed  in  all  industries  by  water  wheels  in  1905, 
not  less  than  717,989  was  used  in  the  paper  industry.^ 
In  the  last  few  years  there  has  been  a  marked  ex- 
tension in  the  use  of  water  power  for  electrical  purposes, 
and  as  electricity  can  be  transmitted  for  many  miles, 
it  becomes  increasingly  difficult  for  a  pulp  null  to 
survive  in  regions  near  large  industrial  centa:s  where 
electric  power  is  in  demand  for  other  purposes.* 

Important  as  cheap  power  is,  a  second  requirement 
is  even  more  important  in  the  location  of  a  pulp 
mill,  —  proximity  to  large  pulp  wood  areas.  Cheap 
power  and  cheap  wood  are  unquestionably  the  es- 
sentials for  success  in  pulp  production.  Canada  has 
these  essentials  to  a  marked  degree;  Maine  still 
has  them;  but  in  New  York  the  extensive  lumber- 
ing operations  have  seriously  depleted  her  once  mag- 
nificent forests.  England,  having  no  pulp  wood 
within  her  own  borders,  imports  the  pulp  in  a  wet  or 
half-dry  state  and  manufactures,  as  well  as  imports, 
the  finished  product.  Germany  imports  the  wood 
from  Austria,  Finland,  and  Russia,  and  makes  both 
pulp  and  paper.  But,  in  general,  inasnmch  as  5,500 
pounds  of  rough  spruce  are  necessary  to  make  one 
ton  of  paper,'  it  can  be  laid  down  as  fimdamental  that 
the  location  of  a  pulp  mill  is  governed  by  nearness  to 
raw  material  and  not  by  nearness  to  market.  Even 
the  granting  of  favorable  freight  rates  upon  rough 
wood  has  served  only  in  part  to  counteract  the  con- 
stant tendency  in  the  United  States  to  locate  new 
mills  farther  and  farther  northward  upon  streams  that 
drain  the  wooded  areas. 

>  See  Qpeclal  Report  of  the  Cenraa  OiBoe  on  Manufaottiree,  1005,  Part  I.  p.  614; 
also  Cenaus  Bulletin  No.  80.  p.  36. 

*  See  Special  Report  on  Central  Eleotric  licht  and  Power  Stations.  1007.  showing 
Increase  of  000,000  horse  power  from  1002  to  1007  for  eleetrtoal  purposes. 

«  See  HearlncB.  p.  1061  and  p.  1077. 
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Turning  now  to  the  distribution  of  the  product,  it 
may  be  said  that  in  a  certain  sense  there  is  no  active 
market  for  news  paper.  The  quality  can  be  standard- 
ized, but  news  paper  is  not  a  commodity  capable  of 
ready  sale  because  in  the  huge  presses  of  the  metro- 
politan papers  the  width  of  the  press  rolls  varies 
considerably.^  A  publisher  might  have  difficulty  in 
securing  upon  short  notice  any  considerable  quantity 
of  the  desired  size.  There  has  arisen,  therefore,  in 
the  ''news"  division  of  the  paper  industry,  the  custom 
of  annual  contracts^  by  which  the  manufacturer 
usually  agrees  to  deliver  upon  the  sidewalk  outside 
the  press-room  such  amounts  (within  the  contract 
limits)  as  are  required  by  the  publisher,  and  in  addi- 
tion to  keep  in  reserve  stock  at  a  warehouse,  a  two 
weeks'  supply.  There  remains  for  the  open  market 
a  comparatively  insignificant  portion  of  the  total 
production.  At  any  one  time  the  reserve  stock  is  so 
small  that  a  three  weeks'  strike  of  the  workmen  in  all 
paper  mills  (barring  importation)  would  stop  every 
newspaper  in  the  country. 

Another  feature  of  the  sale  of  news  paper  has 
perhaps  occurred  to  many  purchasers  as  they  buy  their 
copy  from  the  news-boy.  In  the  language  of  the 
economist,  the  demand  is  fluctuating  and  inelastic.  It 
fluctuates  over  short  periods  because  of  sensational 
news  happenings  like  political  revolutions  and  earth- 
quakes. It  fluctuates  also  over  long  periods  because 
of  the  waves  of  prosperity  that  stimulate  advertising 
and  thus  increase  the  number  of  pages  and  purchasers. 
In  the  main,  however,  the  demand  is  strangely  in- 
elastic, because  a  rise  in  the  price  of  the  blank  white 

1  Bee  Paper  Trade  Journal,  November  11, 1908. 
I  See  Hearings,  p.  1555,  for  specimen  of  contract. 
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paper  does  not  decrease  the  publisher's  demand  for 
it.  The  cost  to  him  of  the  paper  in  a  sixteen-page 
issue  is  one-half  a  cent,  but  he  is  powerless  to  raise 
his  selling  price  from  one  cent  to  one  and  one-eighth 
cents  on  the  ground  of  a  rise  in  the  price  of  white  paper. 
Indeed,  he  is  in  the  business  not  to  curtail  but  to 
increase  circulation,  and  he  is  so  situated  that  variar 
tions  in  the  price  of  his  raw  material  cannot  be  shifted 
easily  to  the  ultimate  consumers.  Of  course,  large 
diminutions  in  his  profits  in  the  long  run  will  deter 
prospective  publishers  from  investing  their  capital, 
and  even  in  the  short  run  may  compel  advances  in 
advertising  rates,  followed,  perhaps,  by  a  decrease 
from  16  to  12  pages,  and  decreased  daily  sales.  But 
it  is  evident  that  within  very  wide  limits  it  is  the 
publisher,  the  immediate  consumer,  and  not  the 
ultimate  purchaser  who  is  most  affected  by  fluctua- 
tions in  the  annual  contract  price.  A  greedy  monopoly, 
therefore,  if  complete  and  effective,  might  wield  this 
quasi-taxing  power  to  extort  from  the  publisher  of  a 
highly  remunerative  newspaper,  at  least  a  share  of 
the  profits  arising  from  highly  skilful  conduct  of  the 
business.^ 

Before  investigating  the  question  of  whether  there 
exists  such  a  greedy  and  effective  monopoly,  let  us 
consider  the  advantages  of  large  scale  production  in 
this  industry.  At  the  present  time,  some  plants 
consist  of  only  the  paper  mill  proper;  other  establish- 
ments buy  their  chemical  pulp ;  others  grind  but  half 
their  requirements  of  mechanical  pulp.  There  seems 
to  be  no  imperative  necessity  of  conforming  to  the 
three  mill  type  as  above  described.    There  is,  how- 

^  Consider  two  newspapen  of  equal  elrouUtlon,  the  nine  advefrtlatng  rates  mm! 
the  same  seDlnc  prloe,  but  one  mon  profitable  than  the  other.  A  monopoly  eoold 
secure  a  hl^wr  prloe  for  paper  from  the  former  because  there  Is  no  possibility  of 
raising  either  seUlng  prlee  or  advertMnc  rates. 
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ever,  one  advantage  in  a  large  output  of  finished 
paper.  The  publisher  of  a  large  metropolitan  daily 
dislikes  to  contract  with  a  small  company,  which  may 
operate  but  one  machine  of  eight  or  ten  thousand  tons 
annual  capacity.  Many  newspapers  consume  more 
than  this  amount  annually,  and  if  the  manufacturer 
agrees  to  deliver  paper  up  to  his  total  capacity,  any 
accident  may  cause  him  to  violate  the  contract  clause 
concerning  reserve  storage.  The  violation  may  have 
no  disastrous  consequence,  but  the  possible  incon- 
venience to  the  publisher  is  sufficient  to  induce  him  to 
patronize  a  company  that  never  is  forced  to  purchase 
in  what  is  virtually  a  contract  market.  A  combina- 
tion of  mills  under  one  management  has,  in  this  re- 
spect, a  decided  advanti^,  for  risks  of  accident  can 
be  widely  distributed,  altho  a  strike  of  the  workmen  in 
all  mills  of  the  combination  may  so  accelerate  the 
depletion  of  the  reserve  stock  as  to  cause  early  em- 
barrassment. 

II.  Combination  and  Competition 

In  the  late  nineties,  when  the  mania  for  industrial 
consolidation  was  so  pronounced,  the  paper  industry 
did  not  escape  the  general  tendency,  and  the  Inter- 
national Paper  Company,  or  so-called  trust,  was  formed 
in  1898  as  the  successor  of  about  twenty-one  indi- 
vidual concerns.  At  that  time  the  company  controlled 
probably  75%  of  the  total  output  of  news  paper  in  the 
country ;  in  1900  its  control  had  dropped  to  perhaps  65% 
of  the  total,  in  1904  to  42%,  and  it  is  now  (1911)  prob- 
ably about  30%.  So  far  as  it  was  designed  to  become 
a  monopoly,  it  has  not  been  successful.  From  the 
following  figures  it  will  be  seen  that  in  volume  of 
business  it  has  had  no  remarkable  growth. 
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PBODUGTION  of  NsWB  PaPBB  in  TBS  UnTTBD  BlATWB  BT  ToNB 

Totel  Intemstioiial  Paper  Co. 

1889 196,053*  

1899 6e9,212«  

1900 370,000* 

1904 912,822*  386,000 

1907 412,000 

1909 1,176,000*  

1910 1,200,000  estimated  

Financially  its  success  is  even  more  questionable. 
Its  outstanding  bonds  total  over  $17,000,000,  and 
its  stock  issue  consists  of  $22,000,000  6%  preferred 
(upon  which  the  dividends  for  the  last  two  years 
have  been  but  2%)  and  $17,000,000  of  conuuon  stock, 
upon  which  no  dividends  have  been  paid  since  the 
year  following  the  offer  of  the  securities  upon  the 
market.  Its  capitalization  is  somewhat  higher  per 
ton  of  capacity  than  that  of  its  most  vigorous  com- 
petitors, and  there  is  groimd  for  believing  that  its 
common  stock  was  originally  pure  water. 

The  business  policy  of  the  trust  has  been  very 
sharply  criticised,  especially  with  reference  to  its 
investment  in  timber  lands.  During  its  early  years, 
part  of  the  net  earnings  seem  to  have  been  invested 
in  woodlands.  In  1908  the  company  owned  912,686 
acres  in  fee  in  the  United  States,  167,684  acres  in 
Canada,  and,  through  the  medium  of  subsidiary 
companies,  rented  2,689,280  acres  of  timber  land  in 
Canada.  If  it  be  true,  as  defenders  of  the  company 
intimate,  that  these  vast  holdings  constitute  a  val- 
uable "secret  reserve,''  it  must  not  be  forgotten  that 
dividends  can  be  paid  therefrom  only  when  the  lands 

1  Censos  of  1900,  Part  3  on  ManufMtunt,  p.  lOSD. 

1  Census  Bulletin  No.  80.  p.  18. 

•  Advanee  litures  of  Census  Bureau.    Tariff  Board  report,  p.  91. 

«  Heaitai^  p.  1108. 
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or  timber  are  sold,  or  when  the  timber  is  manufactured 
at  a  profit.  It  is  extremely  doubtful  whether  the 
annual  increase  in  value  due  to  the  rise  in  price  of 
timber  lands  equals  the  profit  that  ought  to  arise  from 
efficient  operation  of  the  mills.  The  investment  in 
timber  lands  not  only  lends  color  to  the  charge  of 
speculation,  but  it  is  a  serious  question  whether  the 
net  earnings  might  not  have  been  spent  more  wisely 
in  new  machines  and  equipment.  Soon  after  the 
incorporation  of  the  trust  in  1898,  it  was  charged 
before  the  Joint  High  C!onmiission  for  the  adjustment 
of  questions  between  the  United  States  and  Canada 
that  the  machines  of  the  company  were  antiquated.^ 
Inasmuch  as  only  one  ''news"  machine  has  be^i 
added  (making  a  total  of  67),*  it  would  seem  that  by 
1908  the  charge  had  received  ten  annual  increments 
of  truth.  If  the  object  of  the  trust  has  been  to  secure 
as  much  wood  as  possible  from  Canada*  in  order  to 
enhance  the  value  of  its  land  in  this  country  owing 
to  the  diminishing  supply,  its  policy  in  this  particular 
has  been  shrewd. 

But  in  competition  with  newly  organized  companies 
that  avail  themselves  of  the  latest  machinery,  the 
International  has  found  itself  at  some  disadvantage; 
and  the  water  sites  for  new  concerns  are  still  so  nu- 
merous and  the  forest  area  so  extensive  that  it  can 
never  again  hope  to  maintain  a  monopoly  of  the 
industry  as  it  expected  to  do  in  1898.  Nevertheless  its 
share  of  the  total  production  in  the  East  (t.«.,  New  York 
and  New  England)  is  so  large  that  it  virtually  dom- 
inates the  market,  and  its  representative  has  admitted 
that  ''possibly  in  a  sentimental  and  moral  way"  * 

1  Report  of  the  Induatitol  Commlwan,  vol.  13,  p.  415. 

1  Heerlnce.  p.  1072.  •  Ibid.,  p.  1020.  «  Ibid.,  p.  1182. 
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it  is  in  a  position  to  control  the  price  of  print  paper 
in  the  United  States.^ 

What  the  International  Paper  Company  tried  to  do 
in  the  East,  the  General  Paper  Company  attempted 
in  the  middle  western  states.  This  company,  with 
headquarters  in  Chicago,  was  organized  in  1904  as 
a  selling  agency  for  23  mills,  and  until  an  injunction 
was  obtained  against  it  by  the  Federal  government,* 
seemed  to  control  the  western  situation,  altho  there 
is  no  positive  evidence  to  show  collusion  with  its 
eastern  rival.  The  traffic  agent  of  that  combination 
was  still  employed  in  1908  jointly  by  several  of  the 
former  members  of  the  company,'  and  it  is  believed 
by  many  that  there  is  enough  harmony  of  operation 
to  constitute  a  violation  of  the  Sherman  anti-trust 
act. 

Whether  or  not  there  is  actual  restraint  of  trade, 
it  must  be  said  that,  tho  competition  is  often  visible, 
there  likewise  comes  to  light  evidence  of  combina- 
tion or  "codperation."  Social-business  meetings  have 
been  remarkably  frequent,  and  there  is  extreme 
friendliness  among  the  manufacturers.  Not  only  do 
all  report  their  monthly  production  to  the  American 
Pulp  and  Paper  Association,  but  there  is  in  several 
instances  a  curious  interlocking  of  interests.  Action 
by  the  Federal  government  has  resulted  in  the  con- 


1  The  oonlrdl  of  a  Ivfe  part  of  the  output  aeeme  to  be  eoneentnted  In  a  Teiy 
few  handa.  Out  of  a  total  dally  produetloa  of  perhapa  4JM)0  tone,  the  followInK 
amooBta  are  attributed  to  iadivftdual  mlDe:  — 

iBtenattonal  Paper  Co. 1,476 

Great  Northen  Paper  Co.  (Maine)    450 

BeiHn  Mllto  (N.  H.) 2S5 

W.  H.  Pareona  Co.  (Maine) 140 

Selllnc  Aoeney  In  New  York 500 

Weatem  '*  IntereaU  "  fonneriy  connected  with  Ganeral  Paper 

Co 700 

•  Hearii«i,  p.  1778.  •  IbkL,  pp.  1670-1688. 
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viction  of  the  membeni  of  the  '^bozboard"^  and  ''fibre 
and  manila"  (or  wrapping  paper)*  pools,  and  it  would 
not  be  astounding  were  it  to  be  discovered  that  a  sim- 
ilar pool  exists  among  the  manufacturers  of  news- 
print paper.  The  conviction  of  the  C!ontinental 
Paper  Bag  C!ompany  for  participation  in  the  wn^iping 
paper  combination  only  a  month  after  the  Manager 
of  Sales  of  its  controlling  company  (the  news  paper 
''trust")  had  stoutly  maintained  under  oath  that  the 
trust  was  in  no  way  interested  in  any  pool,  either 
directly  or  indirectly,'  leads  one  to  doubt  protestations 
of  innocence,  and  to  believe  that  this  statement  in 
particular  was,  to  say  the  least,  a  perversion  of  the 
truth. 

III.  The  Tariff 

The  formation  of  the  trust  so  soon  after  the  enactment 
of  the  protective  tariff  act  of  1897  has  not  been  over- 
looked by  those  who  are  prone  to  regard  the  tariff 
as  the  cause  of  all  evil. 

The  act  of  1897  ^  transformed  the  15%  ad  valorem 
duties  upon  news  paper,  levied  under  the  acts  of  1890 
and  1894,  into  a  15%  duty  with  16.00  a  ton  as  the 
minimuTn  duty  collectively.  There  was  inserted  a 
peculiar  proviso  which  can  be  understood  more  easily 
after  some  discussion  of  the  method  of  securing  rights 
to  cut  timber  in  Canada. 

The  Parliament  of  Canada  of  course  regulates  the 
commercial  relations  of  the  Dominion,  but  the  public 
lands  in  the  eastern  section  are  owned  not  by  the 
Dominion    but    by    the    various    provinces.    These 

1  P«per  ThMle  Journal,  Manh  81. 1910. 

*  Cong.  B«ooid,  61st  Cont.,  Uk  Sets.,  vol.  44,  p.  8468. 

I  Hanrlnffi,  p.  1176.  «  U.  8.  SutntM  at  laife,  toL  80.  p.  187. 
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provinces  usually  auction  off  the  privilege  to  cut 
timber  on  the  public  or  ''crown"  lands  to  the  highest 
bidder  at  an  ''upset"  price  of  about  $1.00  per  acre, 
and  in  addition  chaise  an  annual  ground  rent  of  a 
cent  an  acre,^  besides  a  stumpage  tax  collected  when 
the  wood  is  cut.  Prior  to  May  1,  1910,  the  stumpage 
tax  in  the  province  of  Quebec  was  sixty-five  cents  per 
cord,  by  which  the  province  was  able  to  derive  a  com- 
fortable income.  But  if  the  wood  was  manufactured 
into  pulp  within  the  Dominion  of  Canada,  twenty-five 
cents  of  the  stumpage  tax  was  refunded,  leaving  a 
net  charge  of  forty  cents  per  cord.* 

A  proviso  was  accordingly  included  in  the  Dingley 
Act  that  if  any  country  or  dependency  (meaning  the 
Canadian  provinces)  imposed  an  export  tax  on  wood 
exported  to  the  United  States,  €here  should  be  added 
to  the  duty  on  paper,  $2.00  per  ton  for  every  dollar 
of  export  tax  so  imposed.  Our  treasury  department 
considered  this  stumpage  tax  of  sixty-five  cents  equiv- 
alent to  an  export  tax  of  twenty-five  cents,  and  there- 
fore collected  ^  of  the  provisional  $2.00,  or  fifty 
cents  in  addition  to  the  regular  duty  of  $6.00.  This 
additional  fifty  cents,  however,  was  not  collected  upon 
paper  manufactured  from  wood  cut  upon  land  owned 
by  private  parties  in  Quebec,  because  tho  the  provinces 
can  direct  the  disposition  of  wood  cut  from  their  own 
lands,  they  have  no  right  to  restrict  the  exportation  of 
a  citizen's  private  property,  such  power  being  vested 
in  the  Dominion  ParUament. 

The  evident  intention  of  the  proviso  in  the  Dingley 
Act  was  to  induce  the  provinces  to  remove  their  dis- 
criminatory taxes  upon  the  export  of  wood.  Quebec 
refused  to  do  so,  however,  and  Ontario  even  went  a 

1  U  to  now  Sfi.00  per  Miiun  mile  In  OnUrlo  Mid  Quebec. 
*  HearincVf  P*  2039. 
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step  further  and  soon  absolutely  piohilHted  the  ex- 
portation of  wood  cut  from  hear  crown  lands  —  for 
which  the  Dingley  act  had  failed  to  provide  any 
penalty  whatever.  As  a  result^  saw  mills  of  Michigan 
that  had  been  in  the  habit  of  rafting  their  logs  across 
the  lake  were  forced  to  move  into  Canadian  territory. 

During  the  early  part  of  the  year  1907,  the  price 
of  news  paper  in  this  country  suddenly  rose  to  an  extent 
that  alarmed  several  publishers,  and  their  agitation 
through  editorial  and  news  columns  led  to  the  ap- 
pointment of  a  select  committee  of  the  House  (rf 
Representatives  to  investigate  the  ''conditions''  in 
the  industry.  This  committee  recommended^  that 
the  duty  be  lowered,  conditional,  however,  upon  the 
cancellation  by  Quebec  and  Ontario  of  discriminations 
against  the  ex])ortation  of  wood. 

As  finally  passed,  the  Act  of  1909  provided  that 
the  duty  be  $3.75  per  ton,  but  if  any  dependency 
prohibited  the  exportation  of  wood,  an  additional 
duty  of  $2.00  was  to  be  levied,  making  $5.75  on  paper 
imported  from  such  province.  If  any  province  taxed 
the  exportation  of  wood,  paper  entering  there&om 
was  to  pay  the  amount  of  the  export  tax  in  addition 
to  the  $5.75.  Our  Treasury  department  has  decided 
that  1.4  cords  of  wood  are  required  for  a  ton  of  paper,* 
and  therefore  the  addition  in  the  case  of  paper  from 
Quebec  was  1.4  times  twenty-five  cents,  or  thirty-five 
cents.  Hence  the  total  duty  (up  to  May  1,  1910) 
upon  all  print  paper  manufactured  from  wood  cut 
upon  crown  lands  (but  not  private  lands)  of  Quebec 
was  $6.10. 

Upon  May  1,  1910,  Quebec  made  the  next  move' 
by  prohibiting  completely  the  exportation  of  wood 

1  Their  raport  mmI  faavliisi  oompriM  owu  thne  thow—nd  paeet. 

>  FiftlMr  TnMie  Joonid,  Sqptember  2»  ig09.  •  Ibid.,  April  98. 19ia 


THB  PAPBR  INDUSTRY  663 

cut  from  her  crown  lands,  as  Ontario  had  done  ten 
years  before,  so  that  at  present  writing  there  are 
but  two  rates  in  effect,  —  half  of  our  imports  of  news 
paper  entered,  as  cut  upon  private  lands,  with  a  duty 
of  $3.75  per  ton,  and  the  balance  entered  at  $5.75 
per  ton.^  The  victory,  therefore,  seems  to  rest  with 
the  provinces,  for  not  only  are  they  able  to  export 
part  of  their  paper  to  us  at  the  lower  rate  of  $3.75, 
but  also  to  deny  us  the  privilege  of  using  wood  from 
their  vast  areas  of  crown  lands. 

The  following  figures  show  the  imports  of  news 
paper:  — 

Impobtb  of  Nsws  Paper  into  thb  Unitbd  Btateb* 

¥\WGal  Yaw  Tons 

18d9 0 

1900 85 

1904 1^890 

1907 8,733 

1909 18,044 

1910 43,888 

1910  last  nx  moiitbs 26,966 

The  imports  of  paper,  tho  they  have  steadily  in- 
creased, formed  but  4%  of  our  total  consumption  in 
1910.*  Since  1909  the  imports  have  increased  rapidly, 
but  it  is  impossible  to  determine  how  largely  the 
reduction  in  the  tariff  has  been  responsible,  because 
a  serious  strike  in  all  mills  of  the  International  Paper 
Company  during  the  early  part  of  1910  may  have 
necessitated  the  importation.  It  is  the  opinion  of 
the  writer,  however,  that  if  conditions  remain  as  at 
present,  increased  importations  may  be  expected  in 
the  future. 

>  Papw  Tnd$  Jdnnal,  NorMnber  10, 1910,  p.  9. 

*  Reports  of  DopMiiDait  of  Commotoe  mm!  Labor. 

•  PrMttedljr  all  of  oar  Imports  of  news  pspor  ooms  from  CmimU,  posiiWjr  bo- 
fraAgbt  on  the  Buropsui  produet  Is  prohibltlTe. 
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The  two  kinds  of  pulp  are  such  important  con- 
stituents of  news  paper,  that  it  will  be  necessary  to 
state  briefly  the  tariff  rates.  Under  the  Dingley 
Act,  the  duty  upon  mechanical  pulp  was  $1.67  per  short 
ton,  but  $1.92  in  case  the  pulp  was  made  from  wood  cut 
on  Quebec's  crown  lands.  In  the  act  of  1909,  me- 
chanical pulp  was  admitted  free  if  ground  from  wood 
cut  on  private  lands;  $1.67  if  ground  from  wood  cut 
on  the  crown  lands  of  a  province  prohibiting  the 
exportation  of  pulp  wood,  and  $1.92  as  before  if 
subject  to  the  export  tax.  The  reader  will  readily 
excuse  the  collectors  of  revenue  on  our  northern 
border  for  writing  to  Washington  for  full  interpreta- 
tion of  these  various  provisions.  In  the  case  of  chem- 
ical pulp,  the  duty  was  $3.33  per  ton  under  both  acts, 
with  provisos  in  case  of  discriminations. 

All  of  our  imports  of  mechanical  pulp  come  from 
Canada;  of  our  imports  of  unbleached  chemical  pulp, 
one-fourth  comes  from  Canada,  and  the  balance, 
especially  the  higher  grades,  is  imported  from  Europe. 
The  following  table  presents  the  figures  of  imports 
since  1899:  — 

Impobtb  of  Pulp 

MeohADioal  Pulp  UnUeMhed  Chamloal 

Flfoal  Tear  Tons  Tons 

1899 24,000  7,000 

1909 130,000  132,000 

1910 100,000  187,000 

1910  last  six  months 104,612  102,750 

It  is  to  be  noticed  that  the  imports  of  mechanical 
pulp  since  1909  have  been  increasing  with  remarkable 
rapidity.  Our  imports  form  probably  16%  of  the 
domestic  consumption  of  mechanical  pulp  and  15% 
of  the  chemical  pulp  consumption.  Both  the  me- 
chanical and  chemical  pulps  are  used  also  in  making 
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book  and  other  papers.  At  the  present  time  one-half 
of  the  mechanical  pulp  enters  free,^  but  the  importar 
tions  of  both  kinds  of  pulp  are  doubtless  significant 
enough  to  raise  the  domestic  price  by  the  full  extent  of 
the  duty. 

Even  tho  half  of  the  mechanical  pulp  enters  free, 
the  selling  price  dehvered  in  this  country  would  be 
the  same  for  either  portion.  Therefore  it  is  prob- 
able that  those  who  do  not  pay  the  duty  are  really 
receiving  a  bonus.  These  Canadian  pulp  manu- 
facturers who  thus  escape  the  duty,  however,  cannot 
permanently  retain  this  advantage,*  but  will  be  forced 
by  their  own  competition  to  transfer  it  to  the  private 
owners  of  woodland  in  Canada,  who,  in  selling  their 
wood  can  secure  a  higher  price  than  do  those  who 
license  the  crown  lands,  because  the  licensees  have  a 
different  commodity  to  sell.  The  owners  of  private 
land  doubtless  are  not  sorry  to  see  the  capital  value 
of  their  timber  land  thus  enhanced.' 

An  interesting  phrase,  fortunately  of  no  actual 
effect,  but  potentially  of  far-reaching  importance, 
was  inserted  in  the  Act  of  1909  by  the  Conference 
Committee  of  the  two  houses  of  Congress.  Under 
the  provisions  of  Section  2,  the  maximum  tariff  of 
25%  ad  valorem  in  addition  to  the  minimum  duties 
as   previously   described   may    be   assessed   against 

>  Importo  of  Meohanloal  Pulp:  — 

Fiscal  Year,  1010  Ust  6  month*.  1010 

Free 80.000  tons  63,000  tons 

Dutiable 80,000    **  51,000    ** 

*  Oibenrlae  their  oompoUtors  using  wood  ttam  erown  land  would  begin  purchas- 
ing private  wood. 

*  It  Is  pooBlble  that  such  an  enhancement  Is  not  of  permanent  duration,  because 
whenever  the  time  comee  that  the  pulp  imported  Into  the  United  States  Is  made 
entirely  from  this  private  land  wood,  our  domestic  price  will  tend  to  fall.  All  tbs 
pulp  would  then  enter  free.  The  license  holders  seem  to  obtain  their  wood  from  the 
provinces  upon  very  easy  terms,  so  it  Is  quite  conceivable  that  even  now  they  meet 
the  competition  of  the  private  owners  and  thereby  forego  a  portion  of  that  revenue 
which  aoerues  because  the  provinee  doee  not  ezaet  a  maadmum  or  **  rack  "  rent. 
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any  foreign  country  that  prohibits,  or  imposes  a 
duty  upon,  the  exportation  of  any  article  in  undue 
discrimination  against  the  United  States.  This  pro- 
vision was  undoubtedly  levelled  at  the  Canadian 
regulations  as  to  wood  from  crown  lands,  and  may 
be  attributed  to  the  influence  of  Senator  Hale  of  the 
Conference  Conmiittee.  Representative  Mann,  Chair- 
man of  the  Select  Conmiittee  that  investigated  the 
conditions  in  the  paper  industry,  said  in  Congress :  ^ 
''Among  other  things,  it  (the  Conference  Committee 
Bill)  provides  that  the  maximum  tariff  shall  be  im- 
posed upon  a  foreign  country  if  that  country  shall 
impose  any  export  tax.  That  provision  was  not 
in  the  House  Bill.  It  was  not  in  the  bill  as  it  passed 
the  Senate.  The  words  'or  imposes  no  export  duty' 
were  inserted  in  Conference,  and  I  beUeve  were  in- 
serted at  the  suggestion  of  a  few  paper  manufacturers 
in  order  to  impose  the  maximum  tariff  upon  pap» 
coming  from  the  Province  of  Quebec.''  It  is  not  to 
be  wondered  at  if  the  paper  manufacturers  througih 
their  associate  and  spokesman,  Senator  Hale,  used 
their  utmost  efforts  with  the  administration,  to  insist 
upon  a  strict  construction  of  the  provision.  The 
existence  of  such  a  drastic  clause  in  the  tariff  act, 
even  tho  it  may  not  have  been  inserted  clan- 
destinely, reflects  but  scant  credit  upon  the  method 
of  framing  our  tariff  legislation.  Fortunately,  the 
President,  probably  influenced  by  the  newspaper  pub- 
lishers in  particular,  and  pubhc  opinion  in  general, 
decided  that  the  Canadian  restrictions  were  not  an 
"undue"  discrimination. 

The  immediate  effect  of  the  present  tariff  may  be 
merely  to  increase  the  cost  to  the  consimie]:  by  $5.75 

t  Cong.  RM»rd.  6Ut  Cong..  toL  44,  iMrt  5,  p.  4782.    8m  also  tMto  of  Um  bdli 
In  HooM  Doe.,  vol.  4.  pp.  288,  854.  4S»  Cmim  MMkm). 
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on  each  ton  of  paper;  the  leiss  direct  effect,  however, 
18  that  the  tariff  permits  and  stimulates  production 
in  this  country  whereas  it  would  more  naturally  take 
place  in  Canada.  If  the  tariff  were  twice  as  high  as 
at  present,  it  is  possible,  but  not  probable,  that  the 
selling  price  of  paper  here  would  be  the  sum  of  the 
duty  and  freight,  plus  the  Canadian  cost  of  pro- 
duction, a  price  which  would  enable  a  profit  to  be 
derived  from  usii^  American  woodland  that  now  can- 
not be  used  because  of  high  freight  charges  upon  the 
wood  shipped  to  the  mills.  It  is  more  probable, 
however,  that  under  conditions  of  free  importation  of 
wood  (as  has  alwajrs  been  the  case  in  the  past)  even 
if  the  tariff  on  the  finished  product  were  increased  ten- 
fold, our  selling  price  would  be  determined  not  by 
Canadian  cost  of  manufacture,  but  largely  by  adding 
to  cur  manufacturing  cost,  the  expense  of  securing 
Canadian  wood  and  delivering  it  to  our  mills.  Of 
course,  if  these  freight  charges  on  pulp  wood  were 
enormously  in  excess  of  the  freight  charges  upon  the 
finished  paper,  then  the  tendency  would  be  toward 
the  importation  of  the  Canadian  paper  as  in  the  case 
of  a  very  low  duty.  The  selling  price  might  then  be 
figured  as  the  sum  of  Canadian  cost,  freight,  and  our 
duty.  Secondly,  the  tendency  would  be  to  utilise 
poorly  located  American  woodland.  As  to  what  will, 
or  what  does,  determine  the  proportion  of  American 
wood  to  Canadian  wood  used,  it  is  imwise  to  hazard 
a  guess. 

One  of  the  most  important  aspects  of  the  situation, 
altho  seldom  seen  in  its  full  significance,  is  this  item 
of  freight  charges  upon  the  wood  imported.  Not 
only  do  we  import  almost  one-fourth  of  our  present 
consumption  of  pulp  wood,  but  upon  thousands  of 
cords  the  transportation  charges  by  rail  amount  to 
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a  ooDfliderable  fraction  of  the  total  cost  of  the  de- 
livered wood.^  In  some  cases  the  freight  charge 
is  $6.00  a  cord,  or  two-fifths  of  the  selling  price.  Tbe 
paper  ultimately  made  from  this  wood  meets  the 
competition  of  paper  shipped  by  Canadian  manu- 
facturers, who,  as  time  goes  on,  will  gradually  intro- 
duce improvements  in  use  here,  but  not  yet  comnum 
in  Canada.  If  these  Canadian  manufacturers  are 
thus  able  to  reduce  their  present  manufacturing 
cost,  our  manufacturers  will  be  stimulated  to  further 
economy.  Not  the  least  important  of  their  efforts 
will  be  directed  to  bringing  pressure  to  bear  upon 
transportation  companies  for  low  rates  upon  the 
bulky  raw  material,  pulp  wood.  It  does  seem  absurd, 
other  things  being  equal,  to  dump  the  waste  of  the 
manufacturing  process  into  American  rivers  after  it 
has  been  transported  from  Canada,  instead  of  throw- 
ing it  into  Canadian  rivers  and  shipping  down  but 
half  the  weight  in  finished  product. 

Indeed,  the  present  conditions  involve  not  only 
the  shipment  of  pulp  wood  to  mills  in  New  York  and 
Maine,  but  also  shipment  of  paper  from  these  mills 
to  the  large  cities.  Affidavits  presented  to  Congress 
state  that  the  freight  charges  upon  portions  of  the 
wood  are  $5  and  $6  per  cord,  whereas  the  selling  price 
of  the  wood  delivered  varies  from  $9  to  $15.  Upon 
the  finished  paper,  the  freight  from  the  mills  to  Boston 
and  New  York  is  between  $2  and  $3  per  ton;  if 
shipped  from  Canadian  points,  about  $4.  Hence 
transportation  charges  upon  the  raw  material  and 
upon  the  finished  product  are  at  least  one-fifth  of 
the  total  charge  which  the  publisher  is  called  upon  to 
defray.    Often  the  traffic  agent  is  compelled  to  grant 

1  Sea  Heartoci,  pp.  1050-1,  for  rate*  on  pulp  wood. 
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a  low  rate  upon  the  pulp  wood  because  he  thinks 
otherwise  he  would  have  no  paper  to  transport;  an- 
other line  might  get  it  if  all  the  finished  product  were 
made  in  Canada;  and  the  shipment  of  both  paper  and 
pulp  wood  appeals  to  him  as  an  increase  in  the  volume 
of  traffic,  and  consequently  a  source  of  profit  to  his 
company.  Yet  just  as  decisively  it  seems  to  the 
writer  to  be,  from  the  view  point  of  the  community 
at  large,  an  uneconomical  waste  of  effort.^  The 
freight  agent  feels  that  the  low  rate  may  maintain 
the  manufacturer  in  business,  and  if  so,  there  will 
be  a  traffic  in  mill  supplies,  which,  regarded  as  an  addi- 
tional increment  of  business  for  the  railway,  is  pure 
gain.  But  he  forgets  that  if  the  manufacturer  were  in 
some  other  business  in  which  natural  advantages  are 
greater,  there  would  be  not  only  as  much  traffic  in 
supplies,  but  higher  rates  could  be  charged  on  the  raw 
materials  for  the  other  industry,  than  can  be  paid  on 
the  bulky  pulp  wood. 

It  must  be  admitted,  in  this  connection,  however, 
that  if  the  tariff  is  abolished  and  competition  becomes 
keener,  there  might  be  a  still  stronger  pressure  upon 
the  railroads  for  lower  rates  on  the  raw  wood,  and  the 
present  condition  might  become  somewhat  accentu- 
ated. Likewise,  it  is  probable,  that  as  a  larger  area  of 
Canadian  timber  land  is  drawn  upon,  there  will  appear 
in  Canada  the  same  practice  of  shipping  wood  to  the 
Canadian  mill  and  shipping  paper  thence  to  the  cour 
sumer  in  the  United  States.  But  something  will  still 
be  saved  over  the  present  method,  because  it  will 
be  less  expensive  to  ship  the  pulp  wood  from  the  forest 
to  the  Canadian  mill  than  from  the  same  forest  to  the 


I  Heartoci,  p.  3128.    R«te«  from  CmumUmi  polnti  to  our  wwtorn  ettlet  tm  Um 
Mme  M  from  our  aifn  mUlk 
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American  mill  still  farther  away.^  And,  too,  if  the 
reader  will  look  at  the  map  of  eastern  Canada,  he  will 
be  impressed  by  the  large  number  of  long  rivers  flowing 
southward  into  the  St.  Lawrence  that  greatly  facili- 
tate the  tranqK>rtation  of  logs  by  water  to  the  Canadian 
miUs.* 

However  important  may  be  the  incidental  effects  of 
the  tariff,  it  is  fair  to  say  in  general  that  the  duty 
upon  news  paper,  in  comparison  with  the  ordinary 
protective  duties,  is,  and  has  been,  very  low:  15% 
under  the  act  of  1897,  and  in  1909  nominally  but  about 
9%.  The  nominal  rate  of  $3.75  (or  about  9%),  how- 
ever, now  applies  to  but  half  the  imports  of  news 
paper.  Indeed,  unless  the  Canadian  provinces  can 
be  persuaded,  or  intimidated,  into  removing  their 
prohibitions  upon  the  exportation  of  wood,  $5.75  will 
tend  more  and  mxxce  to  become  the  usual  duty,  owing 
to  the  eventual  diminution  of  the  wood  yield  from 
the  timber  lands  in  Canada  owned  by  private 
citizens. 

But  even  if  the  tariff  raises  our  domestic  price 
above  the  Canadian  price  to  the  full  extent  of  the  duty, 
the  total  tribute  paid  by  the  consumers  of  news  paper 
is  not  greater  than  $5.75  multiplied  by  the  number 
of  tons  annually  consumed  (1,100,000)  or  roughly 
about  $6,000,000.  Moreover,  were  it  not  for  the 
fact  that  our  paper  companies  are  the  owners  of 
extensive  tracts  of  timber  land,  it  might  even  be 
said  that  the  duties  upon  the  two  kinds  of  pulp 
reduce  the  net  protection  to  the  manufacturer  by  at 
least  one-third  of  the  $5.75.    Assuming  that  altho 

>  Under  the  latter  lyvtein.  of  eouree,  there  Is  »  eaTlng  in  the  traneporiation  of  the 
^wtiAmA  paper,  but  this  la  leas  than  the  extra  oost  of  shipping  the  wood. 

t  A  min  at  Ottawm  reoelTes  Iocs  floated  from  a  point  400  nkiles 
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part  of  the  mechanical  pulp  enters  free,  the  selling 
price  of  the  whole  supply  is  raised  by  the  fuD  duty 
of  $1.67,  then  the  duties  upon  the  chief  constituents 
of  news  paper  may  be  figured  as  follows:  — 

6  ton  chemical  pulp  at  $3.33  per  ton $0.66 

I  ton  mechanical  pulp  at  11.67  per  ton 1.33 


$2.00 


For  all  those  manufacturers  who  use  imported 
pulps,  these  duties  enter  as  a  part  of  cost  of  pro- 
duction, and  are  not  a  source  of  profits,  so  that  the 
excess  in  price  of  paper  due  to  the  tariff  and  paid  by 
the  consumer  goes  partly  to  the  government  in  duties, 
and  partly,  as  already  pointed  out,  to  the  private 
owners  of  Canadian  timber  land  because  these  owners 
possess  an  advantage  over  neighbors  who  license 
crown  lands. 

In  general,  too,  it  must  be  emphasized  that  the 
industry  is  not  in  a  state  of  normal  equilibrium 
either  here  or  in  Canada.  It  is  not  so  here,  because 
the  perplexing  uncertainty  of  legislation  and  of  future 
wood  supply  makes  investors  wary  in  constructing 
new  miWR  that  might  more  profitably  be  located  nearer 
Canadian  forests.  It  is  not  so  in  Canada,  because 
the  meager  development  of  the  industry  has  not 
allowed  time  to  determine  whether  the  best  location 
is  in  Quebec  or  in  the  more  remote  regions  of  Labrador 
and  Newfoundland. 

Except  with  regard  to  wood  supply,  it  seems  to  be 
the  fact  that  the  manufactmring  conditions  in  Canada 
conform  very  closely  to  those  in  the  United  States. 
The  figures  given  in  the  report  of  the  Tariff  Board 
indicate  that  there  is  no  great  difference  in  labor 
cost  per  ton  of  finished  paper:  — 
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AyxRAGB  Co0T  OF  Pbodugtion  or  NswsPBiNT  Pafbb 

United  Stataa  Can«d« 

Labor  oo6t $6.29  per  ton'  $5.63 

CoBt  of  wood 14.32  "    "  8.73 

Total coBt^ 32.88  "    "  27.53 

It  will  be  seen  that  in  either  country  the  labor  cost 
is  not  of  paramount  importance,  and  that  the  ad- 
vantage of  Canada  lies  in  its  cheaper  wood,  or  rather 
in  the  fact  that  freight  charges  upon  that  wood  are 
negligible.  Skilled  laborers  in  Canada  are  paid  high 
wages,  and  some  of  them  are  former  Americans  whom 
only  higher  wages  could  induce  to  cross  the  border. 
Unskilled  laborers,  perhaps,  are  paid  smaller  wages 
than  in  this  country,  but  they  are  seemingly  less 
efficient.  The  wearisome  reiterated  statements  of 
manufacturers  concerning  wages  paid  by  our  northern 
competitors  lose  their  force  entirely  when  we  observe 
cost  of  labor  per  unit  of  output.  When  considered 
in  conjunction  with  trade  journal  reports  of  the  lax 
methods  of  the  Canadian  mills,  these  statements 
ring  very  hollow.  So  far  as  alterations  take  place 
in  general  prices,  in  standards  of  hving,  or  in  labor 
conditions  generally,  it  is  likely  that  Canadian  manu- 
facturers will  be  affected  in  the  same  way  and  in 
approximately  the  same  degree  as  the  American 
producers. 

To  conclude  this  phase  of  the  discussion  of  the 
past  effect  of  the  tariff,  the  writer  beUeves  that  until 
1904  or  1905  the  tariff  did  not  raise  the  selling  price 

1  Not  laoiudliig  depveoiaUoa  or  latomt  ob  iiiYwtaitnt. 

«  The  Bgura  $6.29  la  obtalaed  by  addlDc  to  tlw  Isbor  oo«t  in  tiie  pi^Mr  mill  (93.37) 
the  pott  of  the  labor  peffonned  In  the  mMiuliiBtiEra  of  iround  wood  pulp  and  vol- 
phlte  pulp.  The  AmeileMi  ooet  of  the  ground  wood  used  in  a  ton  of  paper  Is  gfyen 
aa  tl3.87.  which  la  the  ooat  of  9ao%  of  a  ton  at  the  %ymwm  ooal  of  S14.W  per  %Qn 
of  ground  wood.  Thla  la  eonalderably  more  tlum  the  80%  of  a  ton  uanally  ealeu- 
lated,  but  aa  the  proportion  In  Canada  la  88.8%,  the  dtaor^paney  doea  not  aerlooaly 
Impair  the  value  of  the  table.    Tariff  Board  Beport,  p.  89. 
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of  paper  to  any  noticeable  extent,  for  it  is  then  that 
the  prices  of  American  spruce  display  a  marked 
upward  tendency. 

IV.    CONBBRVATION 

But  even  if  it  could  be  demonstrated  that  there  is 
no  economic  waste  in  the  shipment  of  a  weight  of 
pulp  wood  from  Canada  double  the  weight  of  the 
finished  product,  even  though  the  labor  and  operating 
cost  of  manufacturing  were  higher  in  Canada  than  in 
this  coimtry,  and  even  if  the  tariff  were  to  exact 
no  tribute  whatever  from  consumers,  there  is  one 
consideration  of  so  great  portent  to  our  future  in- 
dustrial welfare  as  to  outweigh  all  others  and  stamp 
the  duty  upon  paper  as  distinctly  unwise  and  harmful. 

In  the  matter  of  wood  supply,  we  are  at  a  serious 
disadvantage.  We  are  suffering  the  consequences  of 
a  past  and  present  wanton  destruction  of  forests  that 
is  in  striking  contrast  with  the  saner  poUcy  of  European 
coimtries,  or  with  the  more  prudent  attitude  of  Canada. 
There  was  a  time  when  our  forests  were  described 
as  inexhaustible,  and  we  have  continued  to  act  on  that 
assumption  long  after  we  have  realized  its  falsity. 
If  the  present  consumption  of  spruce  in  the  East 
and  North  (3,750,000  cords  for  lumber  and  1,500,000 
cords  for  pulp)  is  maintained  for  but  tw^ty  years,  the 
entire  supply  will  be  destroyed.^  It  requires  75  years, 
however,  to  grow  a  good-sized  spruce  forest  from  the 
seed  and  at  the  present  rate  of  consumption  we  shall 
soon  find  ourselves  with  no  supply  of  our  own,  and 
moreover  probably  debarred  from  Canadian  tracts. 
With  our  timber  area  decreasing  rapidly,  it  is  by  no 

I  Glreulw  IM  of  tlM  Foreet  Senrtee,  1909.  p.  0.     8m  aIm  p.  22  mmI  p.  TS  of  Vomk 
Ptodoeii  No.  10.  1906.  onUttad  Foraet  FtadooU  of  the  UnllMi  Stotet,  1909. 
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means  strange  that  we  have  turned  in  the  past  to 
Canadian  sources.  As  has  ah-eady  been  noted,  the  im- 
portations of  pulp  wood  (ahnost  entirely  spruce)  are 
now  about  one-fourth  of  our  total  consumption. 
The  following  figures  show  the  situation. 

Importattona  off  Pulp  Wood  Total  ConBumpttoa 

1899 368,000  cords  ^  1,956,310  cords 

1909 907,000     "  4,002,000*    " 

1910 931,000     " 

The  above  figures,  indicating  the  actual  practice 
for  years  past  of  importing  wood,  are  perhaps  the 
most  effectual  refutation  of  the  statement  made  with 
such  brazen  disregard  for  accuracy  that  we  have 
"enough"  wood  of  our  own.  It  is  true  that  the  forest 
area  of  New  York,  New  Hampshire,  Maine,  and 
Vermont  is  estimated  at  32,900,000  acres,*  of  which 
the  paper  companies  own  at  least  2,500,000  acres;  it 
is  true  that  this  area  might  jdeld  four  million  cords 
annually  if  only  the  annual  growth  were  cut.  But  it 
is  just  as  imerringly  true  that  if  more  than  the  annual 
growth  is  cut,  the  total  area  eventually  will  be  dimin- 
ished. The  quantity  of  output  may  be  the  same 
whether  only  the  annual  growth  of  a  large  region  is 
cut  or  a  small  area  is  stripped  bare  of  all  its  timber. 
The  blame  attaching  to  our  past  conduct  lies  not  in 
the  practice  of  cutting  a  quantity  unnecessarily  large, 
but  in  this  manner  of  "cutting  clean"  —  of  devastat- 
ing an  area  of  its  entire  stand  of  timber. 

Of  even  greater  importance  than  the  destruction  of 
forests  may  be  the  loss  entailed  through  abnormal 
variations  of  the  volume  of  water  in  our  swift-flowing 

1  Ceosua  Bulletin  No.  80,  p.  13. 

*  Ciroular  Issued  October  18,  1010.  Bureau  of  the  Census  Department  of  Com- 
•meroe  and  Labor. 

*  Circular  No.  166,  Forest  Service. 
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rivers.  Probably  all  readers  are  familiar  with  the 
recent  literature  upon  the  subject.  Therefore  it  is 
sufficient  for  the  present  purpose  merely  to  remark 
that  the  denuding  of  hillsides  leads  eventually  to 
summer  droughts  and  spring  floods,  many  of  which 
seriously  affect  the  water  that  drives  the  wheels  of 
factories  scores  of  miles  down  the  river.  Surely  a 
section  of  oiu*  "protective"  tariff  that  conduces  to 
such  a  result  merits  the  heartiest  condenmation. 

Many  defenders  of  the  paper  mdustry  resent  the 
charge  that  they  waste  resoiu'ces,  and  allude  to  the 
fact  that  the  paper  industry  consumes  but  2%  of  the 
total  lumber  output  of  the  coimtry.  In  comparison 
with  the  total  cut  of  all  kinds  of  lumber,  the  amoimt 
of  spruce  cut  for  pulp  wood  is  insignificant.  But 
there  is  an  enormous  amount  of  lumbering  in  the  west 
and  south  which  has  little  bearing  upon  the  price 
of  paper,  or  upon  the  devastation  of  the  lands  in 
those  states  where  paper  is  chiefly  made.  In  the 
paper  producing  states,  almost  half  of  the  spruce  cut 
is  used  for  pulp  wood,  and  altho  there  has  been  a 
decrease  since  1899  in  the  amount  of  spruce  cut  for 
lumber,  it  has  been  almost  offset  by  the  increase  in 
the  amount  used  for  pulp.^  The  following  are  the 
detailed  figures :  — 

Sprucb  cut  in  Papbb  Pboducinq  States^ 
(New  York,  Maine,  Vermont,  New  Hampahire,  and  Lake  States) 

For  Lumber  For  Pulp  Wood 

1890 2,250,000  cords      900,000cord8 

1908 1,700,000  "      1,300,000  " 

Moreover,  the  paper  industry  makes  use  of  smaller 
and  younger  trees  that  the  lumbering  industry  is 
generous  enough  to  spare. 

^  For  figuTM  of  1906:   Forest  Produoto  No.  10,  pp.  22,  72.    For  figures  of  1809, 
■ee  Cenaue  of  1900,  yoIubm  on  M«aufMiuree,  part  3,  pp.  888-835,  842-843,  1030-1. 
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In  further  defence  of  the  paper  industry,  repre- 
sentatives have  pointed  out  that  the  industry  is 
using  lumber  refuse,  and  odds  and  ends  that  would  be 
burned  were  it  not  for  the  production  of  pulp.  So 
much  is  true.  It  is  true,  also,  that  there  are  many 
opportunities  to  combine  large  lumber  and  pulp 
mills  and  thus  to  save  odds  and  ends.  But  it  must 
not  be  forgotten  that  even  though  the  tariff  be  re- 
moved, those  American  mills  that  utilize  lumber 
refuse  doubtless  could  still  survive  because  of  their 
advantage  over  Canadian  mills  in  nearness  to  Ameri- 
can markets. 

Altho  censurable  from  the  public  point  of  view, 
the  ''clean  cutting"  of  an  entire  area  is  the  inevitable 
consequence  of  the  desire  for  gain  upon  the  part  of  the 
individual  woodland  owner.  He  trusts  to  the  altruism 
of  ''the  other  fellow"  and  merely  looks  askance  at 
the  depletion  of  the  supply.  There  is,  to  be  sure, 
some  conflict  of  interest.  Taxes  on  his  investment 
and  the  danger  of  a  forest  fire  incite  him  to  cut  all 
his  wood  at  once.  On  the  other  hand,  the  certain  rise 
in  price  in  the  future  if  all  other  owners  so  cut  their 
wood,  leads  him  to  hold  his  wood  for  a  profit.  Now 
it  seems  probable  from  the  large  importations  of 
wood  and  from  the  extensive  area  of  timber  land 
still  remaining  in  the  United  States,  that  the  expected 
rise  in  price  has  acted  powerfully  enough  in  the  past 
to  deter  the  paper  companies  from  cutting  all  their 
wood  at  once.*    But  when  once  the  reluctance  of  the 

*  The  foUowInc  figures  nuiy  be  of  interest : 

VsluAtton  of 
Pidp  Wood  Imports  Quanttty 

1906 $4.43  per  oord  322,758  ootds 

1807 4.84    "     ••  827.069    " 

1908 6.79    ••     "  810.256    " 

1909 6.18    "     ••  907,963    " 

1910 6.56    "     "  931.731    " 
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domestic  owner  to  cut  this  wood  is  overcome,  he 
usually  strips  the  entire  region;  ^  this  reduces  the 
area  which  will  yield  neict  year's  supply,  increases  the 
desire  of  others  to  hold  for  a  rise  in  price,  and  compels 
increased  unportations  from  Canada. 

The  more  accurate  statement  of  this  pressure 
upon  the  supply  of  wood  is  that  the  annual  con- 
sumption exceeds  the  annual  reproduction  of  the 
available  forests.  Virgin  forests  do  not  increase 
in  their  stand  of  timber;  the  mature  trees  die,  rot, 
and  are  replaced.  If  the  virgin  areas  are  not  cut, 
the  annual  growth,  the  present  annual  rot,  so  to 
speak,  is  forever  lost.  If,  however,  these  forests 
were  cut  periodically  of  their  largest  trees  (those 
that  monopolize  light  and  moisture),  the  annual  growth 
after  cutting  would  actually  exceed  the  present 
amount  of  reproduction  imder  natural  conditions. 
Indeed,  the  Forestry  Department  recommends  the 
selective  cultivation  of  spruce  because  of  three  prom- 
inent characteristics  of  the  tree:  "its  successful 
reproduction  and  seedling  growth  under  shade,  its 
tolerance  and  ability  to  recover  from  long  suppression, 
and  the  presence  of  trees  of  all  ages  in  typical  spruce 
forests."  *  The  success  of  European  coimtries  in 
reforesting  under  scientific  methods  leads  one  to 
believe  that  the  value  of  this  additional  growth  might 
exceed  the  cost  of  frequent  cutting,  and  the  further, 
though  negative,  advantage  of  not  destroying  valuable 
water  powers  points  to  prompt  action  and  permanent 
control  by  the  national  government  as  a  policy  worthy 
of  support  by  all  far^ighted  citizens. 

Will  not  the  recent  prohibition  of  Quebec  intensify 
the  drain  on  our  forests?    We  shall  be  debarred  from 

*  Foreatry  Sllvloal  LMlleta,  No.  15,  White  Spnioe. 
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the  use  of  150,000  cords  heretofore  secured  from  her 
crown  lands.  ^  To  meet  the  demand  for  wood,  the 
private  owners  may  raise  their  price  and  thus  hasten 
not  only  the  extinction  of  their  own  supply,  but  also 
hasten  the  time  when  resort  must  be  had  to  the  crown 
lands.  From  the  following  table,  it  will  be  seen  that 
the  private  lands  are  but  a  small  fraction  of  Quebec's 
total  forest  area.^ 

FoBEST  Abba  of  Quebec' 

Held  by  private  parties 5,000,000  acres 

Crown  lands,  unlicensed 80,000,000    ** 

Crown  lands,  licensed 45,000,000    "      of  which  at 

least  3,000,000  are  held  by 
American  coii^>anie8. 

An  effect  by  no  means  incidental  to  this  prohi- 
bition and  consequent  rise  in  price  will  be  the  utiliza- 
tion of  timber  lands  in  the  United  States  located  too 
unsuitably  for  profitable  operation  imder  the  present 
conditions,  and  also  the  more  intensive  operation 
of  lands  already  in  use.  In  economic  phraseology, 
our  '* margin  of  cutting"  will  be  lowered. 

V.  Conclusions  as  to  the  Tariff 

Perhaps  it  will  be  clear,  after  this  discussion,  that 
those  American  plants  owning  tracts  of  timber  in  the 
immediate  vicinity  of  the  mill  have  an  advantage 
over  any  neighboring  mills  that  are  forced  to  im- 

1  Paper  Trade  Journal,  November  3, 1910,  p.  8. 

*  It  Is  by  no  means  Improbable  that  a  oonfliot  will  aitoe  between  settlers  who  desire 
further  alienation  of  the  crown  domains,  and  the  manufacturing  Interests  that  desire 
to  eneourage  the  growth  of  the  paper  Industry  there,  by  preventing  further  eipor* 
tation  of  wood  to  the  United  States. 

t  Hearings,  pp.  2886-7.  These  are  the  figures  of  the  forester  to  the  department 
of  orown  lands  In  Quebec,  but  are  mere  estimates  because  as  yet  there  has  been  made 
no  reliable  survey. 
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port  wood  from  Canada  and  pay  a  transportation 
charge  of  $3  or  $4  per  cord.^  This  extra  profit 
is  substantially  an  economic  rent  accruing  to  the 
paper  company  in  its  capacity  as  a  woodland  owner, 
and  the  manufacturer  who  owns  no  wood  will  pay 
to  any  owner  the  same  price  as  for  the  Canadian 
material  upon  which  the  freight  charges  are  incurred. 
These  mills  of  ours  that  are  well  located  with  re- 
gard to  market  and  to  wood  will  not  be  exterminated 
upon  the  abolition  of  the  tariff  upon  news  paper, 
except  under  the  following  condition.  If  the  market 
is  opened  to  Canadians,  our  manufacturers  can  com- 
pete only  if  they  produce  their  pulp  at  a  price  low 
enough  to  yield  a  profit.  To  do  this,  they  must 
secure  spruce  at  correspondingly  low  prices.  But 
the  general  demand  for  spruce  as  lumber  may  be  so 
strong  that  buyers  of  lumber  can  bid  more  for  the 
spruce  than  can  the  manufacturers  who  desire  to  use 
it  in  making  pulp.  In  that  event  even  our  best 
mills  would  be  unable  to  meet  the  competition  of 
Canadian  mills  that  have  but  slight  transportation 
charges  to  pay  upon  their  wood,  and  eventually  must 
be  dismantled  or  replaced  by  lumber  mills.  The 
abolition  of  the  duty  upon  paper  will  merely  transfer 
to  the  consiuner,  in  the  form  of  a  lower  price  for 
paper,  the  tribute  which  he  now  pays  directly  to 
the  paper  company,  indirectly  to  the  woodland  owners 
as  an  economic  rent  —  a  rent  which  is  possible  only 
because  of  the  waste  resulting  from  the  double  trans- 
portation of  the  finished  product  and  the  pulp  wood 
from  Canada  as  raw  material  for  a  portion  of  that 
finished  product,  instead  of  transporting  but  half 
as  much  of  the  finished  product. 

>  It  la  poMible  that  mlDs  fortunate  m  to  wood  supply  hare  dlaadyantacet  In  other 
reepeeto  that  tend  to  cancel  thto  partleular  situation  rent. 


680  QUARTERLY  JOURNAL  OF  ECONOMICS 

Quite  contrary  to  the  stand  adopted  continually 
by  the  manufacturers  in  their  briefs  presented  to 
Congress,  the  writer  holds  that  the  abolition  of  the 
tariff  will  not  compel  the  more  speedy  destruction 
of  our  forests  in  order  to  meet  Canadian  competition. 
The  free  admission  of  paper  may  mean  not  even  any 
diminution  whatever  in  the  capital  value  of  timber 
land,  for  the  spruce  now  used  for  pulp  wood  may  be 
used  for  lumber.  Even  if  a  part  of  the  capital  value 
were  destroyed,  no  owner  would  hasten  on  that  account 
to  destroy  the  whole  forest  merely  because  it  yielded 
less  income  than  previously.  Indeed,  when  the  tariff 
is  abolished,  leas  wood  will  be  cut  than  at  present, 
because  the  wood  now  shipped  from  remote  locations 
in  the  United  States  will  not  be  able  then  to  sell 
(as  pulp  wood)  at  a  profit. 

It  is  of  course  in  the  nature  of  things  that  some 
wood  in  Canada  will  be  secured  at  a  greater  distance 
from  the  mills  on  good  water  sites  than  other  wood, 
and  the  phenomenon  of  situation  rent  will  appear  in 
Canada  to  a  more  marked  degree  as  their  production 
increases  and  a  larger  area  of  woodland  is  forced  into 
use.  In  order  to  compensate  for  the  poor  location 
of  the  far  northern  timber  limits,  the  provinces  auction 
them  off  at  a  lower  original  ''upset"  price,  even  tho  the 
stmnpage  tax  is  the  same  in  all  cases. 

Predictions  are  seldom  useful,  and  in  this  case 
they  are  especially  hazardous,  for  such  contingencies 
as  the  discovery  of  a  more  economical  process  of  treat- 
ing lumber  refuse,  or  of  an  entirely  new  raw  material, 
or  far-reaching  alterations  in  rates  of  transportation 
may  revolutionize  the  present  methods  and  upset  all 
calculations  based  upon  existing  conditions.  Never- 
theless, the  writer  ventures  to  state  his  belief  that  so 
long  as  spruce  is  not  supplanted  by  other  woods,  and 
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even  tho  the  tariff  is  maintained,  our  unsuitably  lo- 
cated mills  will  gradually  be  driven  from  the  field 
by  Canadian  mills.  It  is  extemely  doubtful,  however, 
whether  Canada  even  now  could  produce  more  cheaply 
than  the  majority  of  our  best  mills  were  it  not  for  the 
expensive  transportation  of  pulp  wood  from  Canada. 
At  least  there  is  almost  no  doubt  that  if,  by  affores- 
tation, there  could  be  recreated  in  the  vicinity  of  our 
manufactories,  a  large  supply  of  pulp  wood,  we  could 
retain  the  industry  because  of  natural  advantages  over 
Canada  in  nearness  to  market  and  in  the  purchase 
of  machinery  and  miscellaneous  supplies.  Compe- 
tition for  water  powers  in  Canada  or  compliance  with 
demands  for  higher  wages  may  seriously  increase 
operating  expenses  of  Canadian  manufacturers,  offset 
only  partially,  perhaps,  by  the  general  improvements 
arising  from  the  expansion  of  the  industry.  But 
theirs  is  a  distinct  advantage  in  nearness  to  the  wood 
areas.  American  capital  is  already  extensively  in- 
vested in  Canadian  water  sites  and  woodlands,  and 
the  day  may  be  not  far  distant  when  the  same  manu- 
facturers who  now,  as  American  citizens,  advocate 
the  tariff  in  their  anxiety  to  protect  American  laborers, 
will  clamor  just  as  loudly,  as  investors  in  Canada, 
for  the  abolition  of  the  tariff.  Then  there  may  arise, 
conceivably,  an  "All  American"  paper  monopoly. 

ROBCOB  R.  Hbss. 


THE  GERMAN  IMPERIAL  TAX  ON  THE 
UNEARNED  INCREMENT 

SUMMARY 

Recent  development  of  this  form  of  taxation  in  Germany,  683.  — 
The  action  of  the  Reichstag,  684.  —  The  law  of  Feb.  14,  1911,  685.  ~ 
Exemptions,  685.  —  Computation  of  unearned  increment,  686.  — 
Original  cost  and  permanent  improvements,  687.  —  Retroactive  pro- 
visions, 689.  —  Additions  allowed  to  cost  of  improvements,  693.  — 
AUowance  for  change  in  purchasing  power  of  money,  695.  —  Selling 
price  and  deductions  therefrom,  695.  —  Tax  rates,  696.  —  Summary 
illustration  of  working,  697.  —  Revenue  divided  among  Ehnpire, 
states,  and  cities,  700.  —  Treatment  of  existing  taxes  of  the  same 
kind,  704.  —  Administration,  706.  —  Probable  revenue,  707.  —  Con- 
clusion, 706. 

In  an  earlier  issue  of  the  Quarterly  and  elsewhere  ^ 
may  be  found  a  discussion  of  the  principles  upon 
which  the  new  German  unearned  increment  taxes  are 
based,  together  with  some  account  of  the  fonns  these 
taxes  have  assumed  in  a  few  of  the  larger  municipaU- 
ties  of  that  country.  A  brief  statement  regarding  the 
subsequent  development  of  the  movement,  culminat- 
ing in  the  passage  of  an  imperial  law  on  the  sub- 
ject, February  14,  1911,*  may  be  of  interest  at  this 
time. 

1  R.  Bruahuber  on  Tasatioii  of  the  UnMmed  Inorement  In  Germany,  In  thle  Qwat" 
Urly,  vol.  zz,  pp.  88-106  (Nov.,  1907);  alao  artlde  by  the  present  writer  on  The  New 
Unearned  Inorement  Taxes  In  Germany,  Yale  Review,  vol.  xvl,  pp.  236-261  (Noy.« 
1907). 

*  The  text  of  the  law  with  a  brief  introduction  ia  publlahed  In  oonvenient  form  under 
the  title  Zuwachaeteuergeseti  t.  14,  Februar,  1911,  by  Heymann.  Beriln,  36  pp.  A 
very  useful  commentary  with  the  complete  text  of  the  law  has  been  issued  by  Dr. 
Walter  Boldt,  Stadtrat  in  Dortmund,  under  the  title:  Das  Reichssuwachssteuergesets  v. 
14,  Februar,  1911,  mit  Anmerkungen,  Eri&uteruncen  und  Betsplelen  fOr  Steuer> 
bereohnungen,  also  published  by  Heymann,  171  pp.  Finally  the  administrative 
orders  and  forms  (AuafOhrungsbestlmmungen)  for  the  execution  of  the  law,  officially 
Issued  March  27,  1911,  have  been  reprinted  by  the  same  publisher  in  a  pamphlet 
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A  tax  of  this  sort  was  introduced  by  the  Naval 
Department  of  the  German  Imperial  Government 
in  Eiao  Chau  as  early  as  1898.  First  adopted  at 
home  by  Cologne  in  1905,  the  new  tax  promptly 
started  upon  a  triumphal  progress  through  the  Ger- 
man municipalities.  Before  the  end  of  1907  it  had 
been  introduced  by  eleven  cities,  among  which,  be- 
sides Cologne,  the  more  considerable  were  Dortmund, 
Essen,  and  Frankfurt-am-Main.  Since  that  date  the 
accessions  have  continued  with  increasing  rapidity 
until  by  April  1,  1910,  no  fewer  than  457  Ger- 
man cities  and  towns  had  adopted  the  unearned  in- 
crement tax.^  In  Prussia  alone  159  cities  (Stfidte) 
and  thirteen  rural  counties  (Landkreise)  had  in- 
troduced it  prior  to  1910.  As  the  new  form  of  tax- 
ation found  most  favor  in  rapidly  growing  places 
of  large  or  considerable  population  the  true  signif- 
icance of  the  forgoing  is  greater  than  the  bare  figures 
might  indicate.  Of  the  Prussian  cities  and  towns 
which  had  introduced  the  tax  prior  to  April  1, 
1910,  twenty-seven  had  more  than  100,000  inhabi- 
tants, seventy-two  between  20,000  and  100,000,  and 
sixty-four  between  5,000  and  20,000.  Berlin  (2,018,- 
279  pop.),  after  rejecting  the  new  principle  in  1907, 
finally  accepted  it  in  March,  1910.  Nearly  all  the 
hustling  suburbs  of  the  metropolis  had  anticipated 
it  in  this  action.  Among  other  large  cities  not 
already  mentioned  which  have  introduced  the  un- 
earned increment  tax  are  Hamburg  (874,878  pop.), 

of  80  p«CM.  Among  other  texta  of  eariter  date  which  have  been  found  uaeful  are  Jue-> 
tlcrat  Herman  Kauaen's  Die  ReiehawertiuwaehMteuer,  Kfiln,  Neubner,  IMO,  165 
pp.;  Georg  Haberland'a  Die  Wertsuwachasteuer,  Beritn,  Uncer,  1910,  60  pp.;  and 
the  ProtokoU  d.  Hannoverschen  Stidtetags,  Hannover,  Jinecke,  1910,  69  pp.,  which 
eontaiiw  the  government's  bill  In  ita  original  form  together  with  the  changee  made  at 
ita  first  and  second  readings. 


1  Of  these  457  cities  and  towns,  301  were  in  Prussia,  77  in  Saiony,  22  in  Heese,  and 
the  rest  scattered  througliout  the  other  states  of  the  German  Empire.    Of.  Boldt,  p.  8. 
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Leipsic  (503,672),  Biwlau  (470,904),  Kiel  (163,772), 
and  Wiesbaden  (100,953).  Altogether  it  is  estimated 
that  by  April  1,  1910,  the  tax  had  bem  intaxiduced 
into  German  cities  and  towns  with  an  aggregate  pop- 
ulation of  15,000,000. 

In  1909,  the  Reichstag  devoted  a  great  deal  of  atten- 
tion to  the  reform  of  imperial  finances.  The  pos- 
sibility of  employing  the  unearned  increment  tax  as 
one  of  the  means  to  this  end  was  first  saiously  con- 
sidered by  the  Imperial  Diet  in  that  year.  Every 
party  faction  in  the  Reichstag  expressed  itself  fav- 
orably upon  the  general  principle  involved,  —  a  re- 
markable tribute  to  the  impression  made  by  the 
municipal  experiments  and  also  to  the  thoroness  of 
the  propaganda  of  the  land  reformers  and  economists 
on  the  subject.  However,  the  Bundesrat  postponed 
action  on  the  ground  that  a  thoro  study  of  vari- 
ous kinds  of  real  estate,  and  also  of  the  interests  of 
the  municipalities  which  had  already  introduced 
the  tax,  should  be  made  before  a  law  on  the  subject 
could  be  properly  drafted.  Temporarily  the  place 
in  the  imperial  budget  to  be  occupied  finally  by  an 
unearned  increment  tax  was  filled  by  a  stamp  tax 
(of  f  of  1  %)  on  the  selling  price  in  real  estate  trans- 
actions, and  the  government  was  given  until  April 
1,  1911,  to  bring  in  the  proposed  unearned  incre- 
ment tax. 

Almost  a  year  before  the  latter  date,  however, 
the  imperial  chancellor  presented  a  bill  on  the  sub- 
ject to  the  Reichstag.  The  reason  assigned  for  this 
prompt  action  was  that  it  had  become  necessary  to 
put  an  end  to  the  uncertainty  prevailing  in  the  real 
estate  market  and  among  the  municipalities  of  the 
country.  After  thoro  consideration  and  numerous 
amendments  the  biU  finally  passed  the  Reichstag  on 
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February  let/  and  received  the  imperial  signature  on 
February  14th  of  the  present  year.  Formally  the  law 
went  into  effect  on  April  1st,  but  it  contains  retro- 
active features  that  will  be  discussed  later. 

As  compared  with  the  earlier  mimicipal  legis- 
lation on  the  subject  the  new  imperial  law  is  dis- 
tinguished by  its  greater  length  and  thoroness. 
Hence  any  discussion  of  its  text,  even  one  so  general 
as  that  attempted  in  the  present  article,  must  of 
necessity  be  somewhat  detailed  and  mercilessly  dry. 
Even  so  it  must  be  understood  that  many  of  the 
following  statements  are  subject  to  further  quali- 
fication and  definition.  Those  interested  in  the 
minutiae  of  the  new  law  are  referred  to  the  accompany- 
ii^  translation  of  its  text. 

A  small  number  of  exemptions  from  the  tax  are 
allowed.  The  Empire  itself,  princes  of  the  Ger- 
man states,  the  states  themselves,  and  municipalities 
are  on  the  free  list.  Associations  for  colonizing 
purposes,  for  the  housing  of  the  working  classes, 
and  similar  semi-philanthropic  pmrposes  are  also  ex- 
empted, provided  they  limit  themselves  strictly  to 
4%  interest  annually  upon  their  investments.  A 
number  of  carefully  defined  transactions  connected 
with  inheritances,  marriage  settlements,  and  the 
redrawing  of  boundary  lines  among  scattered  strips  of 
real  estate  are  freed  from  the  tax.  Sales  of  whole 
parcels  of  real  estate  not  to  exceed  20,000  marks  in 
value,  or  of  unimproved  real  estate  not  to  exceed 
5,000  marks,  are  exempt,  provided  that  the  income 
of  the  seller  and  his  wife  in  the  preceding  year  did 

A  On  fiiuJiM^Mfe  the  tOUwM  carried  by  ftTOie  of  IW  to  03,20  iMiDberiAolTot^ 
For  the  bill  Um  Cooaenratlve,  Natlooal-Uberal,  Eoonomlo-iiiiloiitot,  and  IVm  Cooaer- 
yattve  partlaa  voted  aknoil  aalMly.  A  vi^Mty  of  the  Otntnni  and  a  part  of  the 
Independent  party  aleo  voted  for  It.  The  Soelal-denoerate  and  a  part  of  the  Independ* 
ont  party  voted  aaalaat  H.  whlk  the  Polee  abetalned  frea  votta«. 
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not  exceed  2,000  marks,  and  provided  further  that 
neither  of  them  is  engaged  in  the  real  estate  business. 
Unearned  increment  taxes  which  amount  to  less 
than  20  marks  are  not  collected. 

The  method  of  computing  unearned  increment  is, 
of  course,  fundamental  in  all  l^islation  of  this  sort. 
Three  main  items  are  involved.  Stated  in  the  sim- 
plest 'forms  they  are:  (a)  the  price  paid  for  the 
property  at  the  last  purchase;  (6)  the  cost  of  per- 
manent improvements  since  made  upon  it,  and  (c) 
the  selling  price.  Roughly  speaking,  the  unearned 
increment  is  the  difference  between  the  selling  price 
and  the  other  two  items. 

One  of  the  hardest  fights  made  in  the  Reichstag  over 
the  bill  turned  upon  the  point  as  to  whether  in  cal- 
culating unearned  increment  the  cost  of  permanent 
improvements  should  be  subtracted  from  the  selling 
price  or  added  to  the  purchase  price.  In  other  words, 
using  the  notation  indicated  above,  should  increment 
be  figured  as  c  — (a+6),  or  as  (c — b)—af  Of  course 
the  gross  amount  of  the  result  would  be  the  same  by 
either  method.  'But,  as  will  be  shown  later,  the  rate 
of  tax  is  determined  by  the  percentage  of  the  un- 
earned incranent  to  the  cost  price  plus  siuJt  additians 
to  it  as  the  law  aUows.  If,  now,  the  value  of  perma- 
nent improvements  made  since  the  last  purchase  be 
added  to  the  cost,  the  percentage  of  increment  will 
be  materially  reduced,  and  consequently  the  tax  rate. 

Omitting  everything  except  the  three  elements 
immediately  concerned,  the  following  illustration  may 
serve  to  bring  out  the  point  clearly.  A  real  estate  oper- 
ator buys  a  piece  of  imimproved  property  for  (a) 
5,000  marks,  erects  upon  it  a  building  worth  (6) 
80,000  marks,  and  sells  the  property  for  (c)  110,000 
marks.    Deducting  the  cost  of  permanent  improve- 
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ments  from  the  selling  price  (110,000  marks  minus 
80,000  marks),  the  result  is  30,000  marks,  and  further 
subtracting  from  this  the  original  cost  of  the  land 
(30,000  marks  minus  5,000  marks),  the  gross  amount  of 
the  unearned  increment  is  25,000  marks.  If,  on  the 
other  hand,  the  cost  of  permanent  improvements  be 
added  to  the  original  cost  of  the  land  (80,000  marks 
plus  5,000  marks),  and  the  sum,  or  85,000  marks,  be 
subtracted  from  the  selling  price  of  110,000  marks,  we 
obtain  the  same  result,  or  25,000  marks  as  the  gross 
amount  of  the  unearned  increment.  In  the  form^ 
case,  however,  the  percentage  of  unearned  incre- 
ment is  determined  by  the  ratio  of  increment  to  cost 
price  of  the  land  alone,  t.  e.  of  25,000  marks  to  5,000 
marks,  or  500%.  In  the  latter  case  the  percentage 
is  determined  by  the  ratio  of  increment  to  the  cost 
price  of  the  land  plus  permanent  improvements,  t.  e. 
of  25,000  marks  to  85,000  marks,  and  the  result  is 
a  percentage  of  increment  of  only  29.4%.  Now  a 
500%  of  increment  would  be  taxed  at  the  maximum 
rate,  30%,^ — yielding  under  the  illustration  7,500 
marks  to  the  public  treasury.  An  increment  of 
29.4%,  on  the  other  hand,  would  be  taxed  at  a  rate  of 
only  11%,  yielding  in  the  present  instance  only  2,750 
marks. 

Naturally  the  land-owning  interest  favored  the 
latter  method  of  computation.  As  originally  drafted, 
however,  the  bill  provided  that  the  value  of  perma- 
nent improvements  should  be  subtracted  from  the  sell- 
ing price  instead  of  being  added  to  the  purchase  price. 
A  very  large  niunb^  of  the  more  recent  municipal 
ordinances  had  already  introduced  this  method  of 
computation.  Tax  reformers  supported  it  on  the 
ground  that  increments  of  value  shown  by  real  estate 

s  8m  table,  i».  007. 
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transactions  are  due  in  the  great  majority  of  cases  to 
the  increase  of  pure  land  value,  not  to  improvements. 
They  pointed  out,  further,  that  the  bill  provided  for 
the  fuU,  even  generous,  reckoning  of  the  value  of  all  per- 
manent improvements  at  their  first  cost.  It  is  one 
of  the  peculiar  omissions  of  German  unearned  incre- 
ment tax  legislation  that  depreciation  in  the  value  of 
buildings  and  other  improvements  is  not  taken  into 
account.  As  a  consequence,  improvements  made  eariy 
in  a  long  period  of  ownership  may  be  allowed  to  go 
to  rack  and  ruin,  and  thus  greatly  depreciate  its  sell- 
ing price.  This,  of  course,  might  greatly  reduce  or 
even  wipe  out  a  considerable  increment  in  the  value  of 
the  naked  land,  with  the  consequence  that  the  seller 
would  escape  the  tax  in  part  or  altogether.  To  allow 
the  land-owner  thus  to  profit  by  depreciation  while 
at  the  same  time  he  added  the  full  original  value 
of  improvements  to  the  purchase  price  of  his  prop- 
erty was  energetically  protested  against  by  the  friends 
of  the  new  tax.  After  a  bitter  fight,  however,  the  land- 
owning interests  succeeded  in  having  the  bill  amended 
exactly  as  they  wished, —  the  most  important  by  far  of 
a  long  series  of  concessions  which  they  obtained  from 
the  Reichstag.  Under  the  imperial  law,  therefore,  cost 
of  permanent  improvements  is  added  to,  or  rather 
merged  with,  the  purchase  price  in  calculating  the 
percentage  of  imeamed  increment.  As  a  consequence 
such  percentages  will  be  greatly  reduced,  and  with  them 
the  tax  rates.  By  this  one  change  the  annual  revenue 
from  the  new  tax  will  be  reduced  by  many  millions  of 
marks. 

To  return  to  the  three  fundamental  elements  of 
unearned  increment  taxation,  namely,  (a)  the  price 
paid  for  the  property  at  the  last  purchase,  (b)  cost  of 
permanent  improvements  since  made,  and  (c)  the  sell- 
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ing  price.  Additions  allowed  to  the  first  two  of  these 
items,  and  deductions  made  from  the  third  will,  of 
course,  reduce  the  amount  of  unearned  increment. 
This  much  is  obvious,  but  unless  it  is  constantly  kept 
in  mind  the  bearing  *  of  the  numerous  and  intricate 
qualifications  which  must  now  be  dealt  with  will  be 
utterly  lost. 

(a)  The  Last  Price  pcdd  for  the  Property.  In  de- 
termining this  item  the  price  at  which  the  property  was 
purchased  at  its  last  transfer  serves  as  a  basis.  Four 
per  cent  of  this  amount  is  added  to  cover  the  original 
costs  of  acquisition,  including  fees  connected  there- 
with. If  it  can  be  shown  that  the  costs  of  acquiring 
the  property  were  really  higher,  the  larg^  amount 
will  be  added  to  the  piu*chase  price  instead  of  the 
regular  allowance  of  4%. 

The  new  imperial  tax  is  frankly  retroactive — indeed 
it  is  retroactive  in  three  distinct  ways.  First,  it  reaches 
back  to  December  31,  1910,^  three  months  prior 
to  the  date  the  law  went  into  effect,  to  .cover  sales  of 
real  estate  during  this  period.  This  was  done,  of 
course,  to  get  hold  of  fictitious  real  estate  transactions 
undertaken  with  the  purpose  of  evasion.  As  it  had 
been  certain  for  a  long  time  previous  that  the  Empire 
intended  to  impose  a  tax  of  this  character  and  as  many 
cities  were  considering  similar  action  it  is  believed 
that  sales  of  this  sort  running  into  millions  of  marks 
have  occurred  throughout  the  country. 

A  second  retroactive  provision  in  the  law  is  designed 
to  get  hold  of  other  methods  of  evasion  practised  in  the 
recent  past  and  to  prevent  their  employment  in  the 
future.     All  over  Germany,  whenever  it  has  seemed 

i  In  Um  fint  form  of  Um  blD  thla  date  wm  fisad  at  April  1, 1910,  seireral  days  pi«* 
eedinc  tha  Intfodttotloii  of  tha  biB  Into  the  BrtohitM  bjr  tho  ohaaodlor.  Tbo 
tlie  date  waa  •ubeequentlj  ehaaced  there  never  waa  a  time  during  the  eoneideratkm 
of  the  btil  in  the  Relehatac  whin  aretilon  by  thii  method  appnred  poerible. 
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likely  that  a  city  was  about  to  enact  an  unearned  in- 
crement tax,  large  owners  of  real  estate  have  hastened 
to  create  corporations  and  have  then  transferred  their 
property  to  these  corporations  at  prices  sufficiently  high 
to  anticipate  any  increase  in  its  value  for  years  to  come. 
By  this  ingenious  device  they  hoped  not  only  to  avoid 
any  immediate  imposition  of  the  tax,  but  also  to  escape 
it  permanently,  since  they  could  thereafter  virtually 
transfer  ownership  by  selling  corporate  stock  instead 
of  selling  the  property  outright.  During  the  first  five 
months  of  1907,  when  Berlin  was  considering  an  un- 
earned increment  tax  ordinance,  one  hundred  and 
seventy-four  limited  liability  companies  of  this  charac- 
ter were  organized  in  that  city.  Rings  were  also  formed 
in  old  established  real  estate  corporations  to  buy  up 
and  then  sell  to  the  corporation  desirable  tracts  which, 
it  was  thought,  were  thus  brought  under  l^al  shelter 
from  the  impending  tax.  The  imperial  law  reaches 
back  six  years,  that  is,  to  March  31,  1905,  to  cover 
such  transactions.  Instead  of  accepting  the  price  at 
which  the  land  was  turned  into  the  corporation  it 
provides  for  an  independent  appraisal  of  its  real 
value.  The  unearned  increment  is  to  be  calculated 
from  the  value  so  determined,  provided  this  value  is 
25%  less  than  the  price  paid  by  the  corporation  and 
the  circumstances  show  that  an  evasion  of  part  of  the 
tax  was  intended.  Another  section  of  the  law  places 
stock  transactions  of  real  estate  corporations  on  the 
same  basis  with  reference  to  the  tax  as  direct  transac- 
tions in  real  estate.  By  these  provisions  of  the  new 
law  millions  of  marks  of  real  estate  values  which  owners 
had  thought  safely  concealed  will  be  brought  under 
contribution. 

Thirdly,   and  most  important   of  its   retroactive 
features,  the  new  law  reaches  back  for  its  basis  in  com- 
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puting  unearned  increment  to  the  last  sale  of  the  prop- 
erty (with  exceptions  to  be  stated  later)  even  if  that 
sale  occurred  before  the  enactment  of  the  present  law. 
Moreover,  it  reaches  much  further  back  than  most 
of  the  municipal  ordinances  already  in  existence. 
Cologne,  for  example,  leaves  all  imeamed  increment 
which  accrued  prior  to  the  passage  of  its  ordinance 
entirely  free;  Magdeburg  taxes  increment  accruing 
since  April  1,  1904;  Duisbui^,  since  January  1,  1900; 
Berlin  and  Breslau,  since  January  1,  1895;  and 
Hanover,  since  April  1,  1885.  Dortmund  goes  back 
to  the  last  exchange,  but  if  this  occurred  prior 
to  January  1,  1860,  a  fixed  tariff  of  land  values 
is  assumed  instead.  Hamburg  goes  back  to  the  last 
sale  without  limit  of  time. 

The  corresponding  retroactive  feature  of  the  im* 
perial  law  is  not  so  severe  as  in  some  of  the  municipal 
ordinances,  but  still  it  is  fairly  stringent.  In  comput- 
ing unearned  increment  the  price  paid  at  the  last  sale 
shall  be  taken  as  the  cost  basis  or  purchase  price, 
if  this  sale  occurred  since  January  1,  1885.  If  it 
occurred  prior  to  this  date,  an  appraised  valuation 
of  the  property  as  it  stood  on  January  1,  1885,  is 
assumed  in  calculating  unearned  increment,  unless  the 
present  seller  can  show  that  he  or  his  predecessors  ac- 
tually paid  more  for  the  property,  in  which  case  the 
latter  sum  is  taken  as  cost  basis  instead  of  the  appraised 
valuation.  The  first  of  January,  1885,  will  remain 
basic  in  this  way  until  1925,  when  the  tax  gatherer 
will  be  reaching  back  a  full  forty  years  in  computing 
increment  on  properties  which  are  changing  hands  for 
the  first  time  since  1885.  After  1925,  when  properties 
are  sold  that  have  not  changed  hands  for  more  than 
forty  years,  an  appraised  valuation  of  the  property 
as  it  stood  forty  years  before  the  date  of  sale  will 
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be  taken  as  the  cost  bass  in  computing  unearned 
increment,  unless  the  sdler  can  show  that  he  or  his 
predecessors  actually  paid  more  than  the  appraised 
valuation,  in  which  case  the  higher  actual  purchase 
price  will  be  used  as  a  basis. 

Various  criticisms  have  been  made  against  this  com- 
plicated arrangement.  Even  for  the  present  it  will 
not  be  easy  to  fix  a  satisfactory  estimate  of  the  values 
of  many  pieces  of  property  as  they  stood  in  1885. 
Between  tax  payers  and  tax  ofBcials  frequent  differ- 
ences of  opinion  are  sure  to  occur  and  be  taken  to  the 
courts.  To  reach  back  a  full  forty  years  in  making  such 
estimates  will  be  an  even  more  ticklish  and  conten- 
tious matter.  After  1925,  moreover,  the  tax  ofiicials 
will  no  longer  be  looking  back  to  a  single  fixed  date 
but  to  a  series  of  dates  forty  years  earlier  than  each 
transaction  involving  this  application  of  the  rule  and 
advancing  constantly  as  time  goes  on.  fYom  the 
point  of  view  of  tax  technique,  th&reforej  this  provision 
of  the  law  is  likely  to  prove  troublesome. 

Gratified  as  they  were  at  the  determination  of  the 
imperial  authorities  to  make  the  law  strongly  retro- 
active, many  tax  reformers  nevertheless  objected  to  the 
cumbrous  form  given  this  part  of  the  mea8iu*e.  Some 
of  them  boldly  proposed  to  fix  the  basic  date  permar 
nently  at  January  1,  1871.  The  Empire  was  founded 
about  that  time  and  special  records  of  land  values 
which  could  be  referred  to  were  made  then.  More- 
over, even  in  the  cities  real  estate  values  had  not  then 
begun  to  make  the  mighty  strides  which  have  so  in- 
creased rents,  and  in  the  end  called  forth  the  whole 
movement  for  the  taxation  of  unearned  increment. 
Between  1871  and  1885,  on  the  other  hand,  Germany's 
economic  development  was  very  rapid,  there  was  much 
wild  speculation,  and  in  the  larger  cities,  at  least, 
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real  estate  values  advanced  considerably.  By  lunit- 
ing  the  retroactive  effect  of  the  law  to  the  year  1885 
much  of  this  increment  will  escape  taxation.  On  the 
other  hand,  the  real  estate  interests  in  the  Reichstag 
of  course  bitterly  fought  both  the  temporary  limit  to 
1885  and  the  later  permanent  limit  of  forty  years. 
While  the  dates  were  finally  fixed  as  stated,  important 
concessions,  to  be  noted  later,  were  secured  by  the  land- 
owning interests  in  other  parts  of  the  law. 

(6)  Cost  of  Permanent  Improvements.  It  will  be 
recalled  that  under  the  imperial  law  the  cost  of  per- 
manent improvements  is  to  be  added  to,  or  rather 
merged  in,  the  purchase  price  in  computing  unearned 
increment.  What  then  are  to  be  included  under  per- 
manent improvements  ? 

Theoretically  expenditures  for  repairs  and  gener- 
ally for  the  pmrpose  of  maintaining  a  property  in  its 
original  condition  are  not  so  included.  Depreciation, 
as  we  have  seen,  is  not  considered  in  any  way.  But 
sums  spent  since  the  last  purchase  of  the  property, 
or  since  the  date  at  which  its  value  was  fixed  under  the 
terms  of  the  law,  for  building,  rebuilding,  and  for 
other  special  permanent  improvements,  form  the  basis 
of  this  item.  Five  per  cent  of  the  total  amount  so 
expended  is  added  to  cover  the  owner's  trouble  in 
directing  the  making  of  the  improvements.  If  the 
owner  is  engaged  in  the  building  industry  and  has 
himself  undertaken  the  making  of  the  improvements 
15  instead  of  5%  may  be  added  to  their  actual  cost 
on  this  score. 

Next  to  be  added  to  this  general  item  are  the  costs 
of  street  improvements,  sewerage,  and  other  similar 
public  improvements  to  which  the  property  owner 
contributed,  plus  4%  annually  thereon  from  the  time 
such  contributions  were  made  until  the  property  is 
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sold,  not;  however,  to  exceed  a  period  of  fifteen 
years. 

Finally,  an  extremely  complicated  item  is  added, 
based  both  upon  the  original  purchase  price  and  the 
permanent  improvements  just  considered.  If  taken 
together  they  show  the  property  to  have  cost  less  than 
100  marks  an  are  ($964  per  acre),  or  three  times 
as  much  in  the  case  of  vineyard  land,  an  amount  equal 
to  2^%  per  anniun  from  the  time  of  purchase  in  the 
case  of  purchase  price,  and  from  the  time  of  making 
improvements  in  their  case,  shall  be  added.  In  the 
case  of  land  which  on  the  same  basis  represents  a 
higher  value  per  are,  there  shall  be  added  on  such  ex- 
cess, if  unimproved,  2%  per  annum;  if  improved,  1J%. 
If  the  period  of  ownership  has  been  less  than  five  years 
and  the  land  has  remained  unimproved,  these  additions 
are  reduced  one  half. 

This  extremely  awkward  double-barrelled  provi- 
sion of  the  law  is  designed  to  accomplish  various  ends. 
In  the  first  place  it  favors  agricultural  land  with  a  high 
percentage,  because  increase  in  the  value  of  such 
land  in  Germany  is  frequently  due  largely  to  the  un- 
remitting labor  of  peasant  owners.  Particularly  is 
this  true  of  vineyard  lands;  hence  the  special  clause 
bringing  them  under  the  2^%  rate  up  to  a  value  of 
300  marks  per  are  ($2,892  per  acre).  The  low^ 
additional  rates  allowed  on  the  value  of  land  and  im- 
provements above  100  marks  per  are  are  designed 
to  let  the  tax  burden  fall  more  heavily  on  real  estate 
that  has  ceased  to  be  used  agriculturally  and  is  either 
built  upon  or  ripe  for  such  uses.  Last,  this  whole 
provision  is  designed  to  meet  objections  ui^d  against 
the  strong  retroactive  feature  of  the  law.  During 
a  period  ranging  from  twenty-six  up  to  a  maximum  of 
forty  years  the  monetary  standard  of  value  can  de- 
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cline  very  materially  in  purchasing  power.  Relative 
to  a  higher  general  range  of  prices  a  large  apparent 
increase  in  land  values  may  be  real  only  in  part  or 
even  totally  deceptive.  Without  some  safeguard, 
therefore,  sellers  of  real  property  who  for  a  long  time 
owned  and  occupied  it  ran  the  risk  of  being  heavily 
taxed  on  an  alleged  increment  which,  considering 
a  higher  general  range  of  prices,  really  did  not  exist. 
Hence  the  allowance  of  a  small  steady  annual  rate  of 
interest  upon  purchase  price  and  improvement  costs. 

While  admitting  the  justice  of  this  reasoning  in  gen- 
eral, tax  reformers  objected  to  the  actual  arrangement 
made  in  the  law  on  the  ground  that  it  unduly  favored 
the  ''millionaire  peasant"  type,  familiar  in  Uie  neigh- 
borhood of  large  German  cities.  It  would  be  no  less 
favorable,  they  complained,  to  that  class  of  land 
speculators  whose  practice  it  is  to  acquire  at  little  more 
than  agricultural  prices  large  tracts  some  distance  out 
from  the  edge  of  cities  and  then  to  hold  them  for  long 
periods  until  they  are  demanded  at  high  prices  for  build- 
ing purposes.  So  far  as  account  is  taken  in  this  para- 
graph of  changes  in  the  purchasing  power  of  money  it 
would  also  appear  that  while  the  state  has  sought  to 
protect  the  property  owner  against  the  consequences 
of  a  depreciating  standard  of  value  and  higher  general 
prices,  it  has  not  in  any  way  safeguarded  itself  against 
the  consequences  of  an  appreciating  standard  of 
value  and  lower  general  prices.  During  periods  of 
the  latter  character  unearned  increment  taxes  are  not 
likely  to  be  very  productive. 

(c)  The  Setting  Price.  From  the  selling  price, — 
the  third  element  of  importance  in  computing  unearned 
increment,  —  are  to  be  deducted  the  costs  of  the  trans- 
action incurred  by  the  seller,  including  fees.  Further, 
if  the  seller  can  show  that  he  failed  to  realize  an  an- 
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nual  income  of  3%  on  the  cost  of  the  property  plus 
improvements^  the  amount  by  which  he  fell  short 
of  this  income  for  any  period  not  exceeding  fifteen 
consecutive  years  may  be  deducted  from  the  selling 
price.  The  enormous  advantage  which  this  provision 
gives  to  the  speculator  who  holds  imimproved  land  for 
long  periods  is  apparent.  In  connection  with  the  addi- 
tions allowed  to  the  purchase  price  it  enables  him 
to  escape  taxation  altogether  for  at  least  fifteen  years 
unless  his  increment  grows  at  a  rate  faster  than  4% 
or  6%  a  year. 

Having  thus  defined  the  elements  upon  which  the 
determination  of  the  unearned  increment  depends, 
the  law  next  fixes  the  rates  of  taxation  upon  a  progres- 
sive scale.  The  rates  are  based  on  the  percentage  of 
unearned  increment  to  the  purchase  price  of  the 
property  plus  the  cost  of  permanent  improvements  and 
the  various  additions  allowed  thereto.  Banning  at 
an  increase  of  value  of  10%  or  less,  the  tax  rate  is  fixed 
at  10%  of  the  increment.  The  tax  rate  increases  1% 
for  each  additional  20%  of  increment  until  it  reaches 
a  rate  of  19%  on  increments  of  from  170  to  190%. 
Beyond  this  point  the  tax  rate  increases  1%  for  each 
10%  additional  of  increase  of  value  until  it  reaches  a 
maximum  rate  of  30%,  which  is  imposed  on  all  gains  of 
290%  and  over.  However,  the  taxes  levied  under 
these  rates  are  subject  to  a  deduction  of  1%  of  theur 
amount  for  each  completed  year  since  the  last  sale  of  the 
property.  If  the  last  sale  occurred  prior  to  January 
1,  1900,  this  reduction  shall  be  computed  at  the 
rate  of  1^%  annually  for  the  period  up  to  January 
1,  1911.  In  order  to  present  a  clear  picture  of  the 
tax  rate  provisions  of  the  law  the  following  table  has 
been  prepared.    It  shows  the  basic  tax  rate  for  the 
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various  percentages  of  unearned  increment,  and  also 
the  rates  as  they  will  be  reduced,  under  the  provision 
just  mentioned,  after  ten,  twenty,  and  thirty  years  of 
possession. 

Tabub  bhowino  Ratb  of  Tax  aooobdino  to  Pbbcbntaob 

OF  Unkabnsd  Incrkiixkt  and  Length  of 

PoasESBiON  rp  TO  80  Ybabb^ 


Ftecentace  of  inewMC  of  value 
to  cost  prioe  plus  Talue  of 

Tax  rate 

Tax  rate 
after  10 

Tax  rate 
after  ao 

Tax  rate 
after  ao 

pwmaniMit  Impfoveme&ts,  otc 

years  of 
ownenblp 

yean  of 
ownership 

years  of 
ownership 

10%  and  less 

10% 

9.00% 

8.00% 

7.00% 

over  10%  and  up  to  30% 

11 

9.90 

8.80 

7.70 

"    30       "       "    60 

12 

10.80 

9.60 

8.40 

"    60       "       "    70 

13 

11.70 

10.40 

9.10 

"    70       "       "    90 

14 

12.60 

11.20 

•9.80 

"    90       "       "  110 

15 

13.60 

12.00 

10.60 

"  110       "        "  130 

16 

14.40 

12.80 

11.20 

"  130       "       "  160 

17 

15.30 

13.60 

11.90 

u  150       II       u  170 

18 

16.20 

14.40 

12.60 

"  170       "        "  190 

19 

17.10 

16.20 

13.30 

"  190       "        "  200 

20 

18.00 

16.00 

14.00 

"200       "        "  210 

21 

18.90 

16.80 

14.70 

**  210       "        "  220 

22 

19.80 

17.60 

15.40 

"  220       "        "230 

23 

20.70 

18.40 

16.10 

"  230       "        "  240 

24 

21.60 

19.20 

16.80 

"  240        "        "250 

25 

22.60 

20.00 

17.60 

"  260       "        "260 

26 

23.40 

20.80 

18.20 

"  260       "        "  270 

27 

24.30 

21.60 

18.90 

"  270       "        "  280 

28 

25.20 

22.40 

19.60 

"  280       "        "290 

29 

26.10 

23.20 

20.30 

"  290 

30 

27.00 

24.00 

2L00 

Comparing  imperial  rates  with  those  fixed  in  munic- 
ipal ordinances,  it  should  first  be  stated  that  the  new 
law  does  not  exempt  low  percentages  of  unearned  in- 

>  Ada|»ted  from  Justlirmt  Hermann  Kausen's  Die  Retehswertsttwaohasteuer, 
p.  96,  with  ehanses  made  to  conform  to  the  final  text  of  the  act  of  February  14,  1911. 
AotnaUy  the  dednetion  of  1%  per  annum  Is  to  be  made  from  the  cross  amomit  of  tax 
due  under  the  baste  rate,  but  the  results  would  be  exactly  the  same  under  a  table  suoh 
as  the  above. 
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crement  taxation.  In  most  of  the  local  enactments 
increases  of  value  of  less  than  10%  were  left  free.  If 
full  value  is  admitted  on  all  permanent  improvements, 
as  is  certaudy  the  case  in  the  imperial  law,  it  is  hard  to 
see  why  such  exemptions  should  be  allowed.  To  this 
position  the  government  adhered  in  spite  of  the 
opposition  of  the  landed  interests. 

As  r^ards  the  scale  of  tax  rates,  ranging  in  the  im- 
perial law  from  10  to  30%,  the  following  list  of  the 
extremes  in  number  of  the  more  important  local 
ordinances  may  be  of  interest. 

Tax  Rate 
City  Lowest        Highest 

Hamburg    1%  12J% 

Dortmund    3  15 

Easen  3  15 

Frankfurt-am-Main    2  25 

Berlin    5  20 

Bredau 6  25 

Cologne  10  25 

Under  municipal  tax  ordinances,  however,  the  high 
rate  of  25%  is,  as  a  rule,  imposed  upon  unearned  incre- 
ments of  about  150%,  whereas  under  the  imperial  law 
a  25%  rate  is  not  reached  until  the  increment  amounts 
to  240  %.  Moreover,  owing  to  the  addition  of  the  value 
of  permanent  improvements  to  the  purchase  price, 
the  higher  percentages  of  unearned  increment  will 
seldom  be  attained  under  the  imperial  law.  Finally, 
experience  in  various  cities  has  shown  that  the  highest 
percentages  of  unearned  increment  emerge  only  on  long 
term  property  holdings.  The  reductions  of  the  tax 
by  1%  per  annum  will  save  such  large  percentages  of 
increment  from  the  higher  rates.  Thus  a  case  of  un- 
earned increment  amounting  to  290%,  accruing  after 
thirty  years'  ownership,  will  pay  at  the  rate  of  21% 
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instead  of  at  the  TnaximiiTn  rate  of  30%  first  fixed  in 
the  law. 

By  way  of  summary  of  the  various  provisions  of  the 
new  law  regarding  computation  of  unearned  increment 
and  tax  rates,  a  typical  example  may  be  of  service.^ 
Let  us  assume  that  on  April  3,  1905,  a  piece  of  un- 
improved property  with  an  area  of  1.63  ares  was  bought 
for  3,939  marks.  In  1906,  a  dwelling  house  was 
erected  upon  it,  and  the  city  made  street  improve- 
ments upon  which  the  owner  had  to  pay  an  assessment. 
The  property  was  sold,  February  6,  1911,  for  35,000 
marks.  Omitting  minor  details,  the  computation  of 
unearned  increment  would  be  as  follows :  Add  to  the 
purchase  price  of  3,939  marks  (1)  4%  to  cover  the 
costs  of  purchase  including  fees,  or  158  marks;  (2) 
the  cost  of  the  dwelling  erected  in  1906,  which  was,  say, 
20,000  marks;  (3)  5%  of  the  cost  of  this  building  to 
repay  the  owner  for  his  work  in  directing  the  making 
of  this  improvement,  or  1,000  marks;  (4)  the  assess- 
ment of  1,000  marks  paid  by  the  owner  for  street  im- 
provements made  by  the  city  in  the  same  year;  (5) 
4%  thereon  for  the  four  full  years  elapsing  between 
1906  and  the  date  of  sale,  or  160  marks;  (6)  the  allow- 
ance of  2}%  on  the  value  of  the  property  up  to  100 
marks  per  are  for  five  full  years  amounting  to  20 
marks;  (7)  the  allowance  of  2%  on  the  value  in  ex- 
cess of  this  amount  per  are  as  long  as  the  property 
remained  unimproved,  or  one  year,  which  makes  79 
marks;'  (8)  the  allowance  of  1}%  on  this  excess  plus 
the  expenditures  for  the  dwelling  (20,000  marks)  and 
directing  its  erection  (1,000  marks),  from  the  time 

>  AdAptod  from  Boldt,  p.  156. 

*  FVom  the  purtthaw  prtoe,  8,939  mwls.  InerMMd  by  eoett  of  Aoqulrttlon  figured 
si  4%,  or  158  marls,  to  eubtncted  188  merke,  the  Talue  of  1.88  eiee  at  100  marks  per 
are.  leaTlng  8,984  marks  on  whleh  thto  aUowanoe  of  8%  for  one  year  to  made. 
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this  improvement  was  made  until  date  of  sale,  or  four 
years,  making  1,496  marks.  ^  The  sum  of  these  vari- 
ous items,  or  27,852  marks,  is  the  total  cost  of  the 
property  as  determined  under  the  imperial  law.  Next 
subtract  from  the  selling  price  of  35,000  marks,  the 
amount  by  which  the  owner  fell  short  of  a  3% 
income  on  his  investment  during  the  year  the  prop- 
erty remained  unimproved,  or  123  marks,'  and  the 
result,  34,877  marks,  is  the  selling  price  of  the 
property  as  determined  under  the  imperial  law.  L^al 
seUing  price  (34,877  marks),  minus  legal  cost  (27,852 
marks),  gives  a  gross  unearned  increment  of  7,025 
marks.  The  ratio  of  this  amount  to  legal  cost  (7,025 
to  27,852  marks)  shows  the  percentage  of  increment  to 
be  25.2;  and,  accordingly,  the  tax  rate  is  11%.  Eleven 
per  cent  of  the  7,025  marks,  figured  as  the  gross  amount 
of  the  unearned  increment,  is  772.75  marks,  but  this 
must  be  reduced  by  38.65  marks,  which  is  1%  of  the  tax 
for  the  term  of  five  years  during  which  the  property 
was  in  possession  of  the  present  seller.  With  this  final 
deduction,  therefore,  the  amount  of  tax  actually  to  be 
collected  on  the  transaction  is  734.10  marks. 

Next  in  interest  to  the  provisions  regarding  the  oomr 
putation  of  unearned  increment  and  tax  rates,  was  the 
question  of  the  division  of  the  income  from  the  tax 
among  the  Empire,  the  states,  and  the  cities  or  other 
local  government  bodies.  It  will  be  recalled  that 
the  municipalities  of  Germany  b^^  the  developm^it 
of  this  form  of  taxation  several  years  before  the  Emr 
pire  entered  the  field.    Strong  pressure  put  upon  them 

>  To  the  3,034  mariu  ficured  In  the  prwedinc  note  Is  added  the  ooet  of  buildinc  the 
dwelllnc  plus  the  5%  allowed  the  landlord  for  direetinc  the  makint  of  this  linprafve- 
ment,  and  the  sum,  or  24.934  marics.  Is  the  basis  for  this  aUowanee  at  the  rate  of  lk% 
for  four  years. 

>  In  this  case,  also,  to  the  aotval  purohase  price  of  8,939  marks  Is  added  4%,  or  IW 
marks,  to  eover  the  ooets  of  aoquliitlon  im^iMlIng  fees. 
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from  above  forced  them  to  this  solution  of  their  finan- 
cial difficulties.^  Naturally,  therefore,  they  protested 
on  every  possible  ground  against  any  invasion  of  what 
they  had  come  to  look  upon  as  their  own  bailiwick.' 
Legally  and  logically,  however,  the  position  of  the 
cities  was  open  to  attack.  Against  the  unquestioned 
constitutional  right  of  the  Empire  to  enter  upon  tax- 
ation of  this  character  the  cities  could  urge  only  their 
moral  right  based  upon  prescription.  As  a  matter  of 
logic,  it  was  impossible  for  the  cities  to  deny  the  right 
of  the  Empire,  and,  for  that  matter,  the  right  of  the 
state  and  other  local  government  bodies  as  well,  to 
participate  in  the  revenue  derived  from  the  taxation 
of  unearned  increment.  The  use  of  the  term  ''un- 
earned" in  this  connection  is  subject  to  qualification. 
Primarily,  of  course,  it  means  unearned  by  the  land- 
lord. We  have  already  seen  what  pains  were  taken 
in  the  law  to  assure  owners  the  benefit  of  every  possible 
contribution  made  by  them  in  the  form  either  of  invest- 
ments or  of  labor.  If  anything  remained  after  these 
deductions  were  fully  and  fairly  made  it  was  clearly  not 
due  to  the  exertions  of  the  landlord,  and,  hence,  so  far 
as  he  was  concerned,  deserved  to  be  called  unearned. 
Now  the  cities  declared  their  intention  of  taking  by  tax- 
ation a  portion  of  such  residual  amounts  on  the  ground 
that  they  were  due  to  a  considerable  extent  to  the  benefi- 
cent operations  of  municipal  government.  In  other 
words  part  of  the  increment  unearned  by  the  landlord 
was  clearly  earned  by  the  city.  On  exactly  the  same 
grounds,  however,  it  cannot  be  denied  that  other  parts 
of  the  increment  unearned  by  the  landlord  were  due 

1  See  artlole  by  the  preeeat  writer  on  Berlin's  Tax  Problem  In  the  Political  Sotenoe 
Qoerteily,  vol.  n,  p.  M6  (Dec,  1906);  alao  Yale  Renew,  vol.  zvl.  p.  M2  (Nor.,  1907). 

>  In  addition  to  the  «w«»l  refenaeaa  eltod  In  the  note.  p.  MS.  and  eapedalljr  the 
nUnutes  of  the  Hanoverian  Stldtetac  eonsak  the  Bilttetluncen  d.  Zentraktelle  d. 
deutscben  Stidteta«B.  Band  U.  Nos.  19-90.  p.  489. 
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to  the  beneficent  operations  of  imperial^  state,  and  local 
governments  other  than  municipal.  In  the  case  of 
Berlin  and  the  capital  cities  of  the  various  states,  of 
military  and  naval  stations,  of  cities  in  which  great 
public  institutions  with  their  administrative  forces  were 
located,  the  contributions  of  imperial  and  state  govern- 
ments to  local  land  values  were  direct  and  undeniably 
very  great.  And  even  in  other  places  the  work  of  im- 
perial and  state  governments  in  maintaining  peace 
and  order,  furthering  commerce  abroad  and  at  home, 
fostering  manufacturing,  agriculture,  and  other  in- 
dustries, and  so  on,  must  have  contributed  materially 
to  the  growth  of  land  values. 

Nearly  all  the  representatives  of  city  interests  con- 
ceded the  general  validity  of  this  argimient.  Unfor- 
tunately, it  furnishes  no  quantitative  basis  for  a  just 
and  universally  applicable  division  of  the  revenue 
arising  from  a  general  unearned  increment  tax. 

Indeed  it  is  clear  that  the  division  of  the  increment 
unearned  by  the  landlord  into  quotas  assumed  to  be 
earned  by  imperial,  state,  and  local  governments  re- 
spectively cannot  justly  be  accomplished  upon  the  same 
basis  for  all  localities.  If,  nevertheless,  some  uniform 
rule  had  to  be  adopted,  the  advocates  of  city  interests 
were  quite  certain  that  it  should  apportion  by  far  the 
larger  share  of  the  revenue  to  the  municipal  govern- 
ments. City  governments,  they  held,  were  closer  to 
the  local  property  owner,  and  the  services  of  such 
governments  in  providing  or  supervising  public  util- 
ities, safeguarding  public  health,  furnishing  facilities 
for  public  amusements,  and  so  on,  contributed  in  the 
main  much  more  directly  and  materially  to  the  growth 
of  land  values  than  the  services  of  state  or  imperial  gov- 
ernments. A  division  of  the  revenue,  giving  two  thirds 
to   the   cities   and    one    third  to   the    Empire,  was 
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accepted  as  fair  by  some  of  the  advocates  of  city 
interests.^ 

Apart  from  the  vital  point  as  to  their  quota  under 
the  imperial  law  the  interest  of  the  cities  was  identi- 
cal with  that  of  the  Empire,  and  opposed  to  that  of  the 
land-owning  class.  In  other  words,  as  partners  in 
a  common  tax  undertaking,  both  city  and  Empire 
desired  as  strong  and  productive  a  measure  as  possible. 
One  other  point,  however,  made  by  the  advocates  of 
municipal  interests  against  the  proposal  of  an  im- 
perial tax  is  of  sufficient  importance  to  deserve  notice, — 
namely,  that  owing  to  the  wide  variations  of  condi- 
tions in  different  localities,  and  particularly  as  be- 
tween city  and  coimtry,  no  unearned  increment  tax 
legislation  applicable  uniformly  over  the  Empire  could 
be  just.  In  proof  of  this  assertion  attention  was  called 
to  the  wide  and  numerous  differences  shown  by  a  com- 
parison between  the  various  local  ordinances  enacted 
prior  to  1911.  It  is  impossible  to  deny  a  certain  valid- 
ity to  this  argument,  and  future  amendments  to  the 
imperial  law  may  have  to  take  it  into  account.  The 
differences  discoverable  in  the  earlier  ordinances,  how- 
ever, are  said  to  be  due  largely  to  the  varying 
degrees  of  strength  and  tenacity  with  which  the 
landlord  interest  fought  them  in  municipal  councils. 

In  favor  of  an  imperial  unearned  increment  law  vari- 
ous arguments  besides  the  general  points  aheady  noted 
were  made.  One  was  that  local  property  owners  were 
often  strong  enough  to  cause  the  rejection  or  emas- 
culation of  unearned  increment  tax  ordinances  in  city 
councils.  Imperial  legislation  and  administration,  it 
was  hoped,  would  be  more  free  from  this  influence. 

>  See  p.  150  of  Stadtraft  Boldt's  earlier  work  on  Die  WertsuwachsBteuer,  Dortmund. 
1909.  This  suggeatlon  aaaumed  that  the  dtiea  were  to  do  the  work  of  niorwlna  and 
ooDeetinc  the  tai,  and  thue  left  the  atatee  out  of  aooount. 
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At  one  stroke  unearned  incr^nent  taxation  would  be 
introduced  by  an  act  of  the  Reichstag  over  the  whole 
of  the  German  Empire.  While  the  latter  point  was 
well  taken  and  of  imquestioned  weight,  we  have  already 
seen  that  the  landlord  interest  proved  itself  far  from 
lacking  in  influence  in  the  Imperial  Diet.  Finally 
the  advocates  of  legislation  by  the  Empire  urged 
that  the  tax  rates  could  readily  be  made  hi^ 
enough  to  insure  those  cities  which  ahready  had  ordi- 
nances of  their  own  incomes  as  large  as  they  were 
already  enjoying  from  this  source. 

Let  us  turn  from  the  ai^uments  on  this  point  to 
actual  adjustment  of  imperial  with  local  interests  made 
by  the  law  of  February  14,  1911.  The  lion's  share 
of  the  income  from  the  new  tax,  50%  altogether, 
goes  to  the  Empire;  10%  of  the  amounts  collected 
in  their  respective  territories  goes  to  the  state  govern- 
ments as  reimbursement  for  the  costs  of  adminis- 
tering the  law;  and  the  remaining  40%  is  left  to 
the  municipalities  or  other  local  government  cor- 
porations. Further,  the  state  governments  are  given 
power  to  deal  on  their  own  account  with  this  last  40%. 
The  municipalities  may,  therefore,  find  themselves 
forced  to  stand  for  further  reductions  imposed  upon 
them  by  the  various  state  diets  for  the  benefit  of  the 
counties  (Kreise)^  provinces,  or  of  the  state  itself. 
Some  consolation  may  be  derived  by  the  cities  from  the 
fact  that,  with  the  consent  of  the  supervisory  authori- 
ties of  the  state,  they  may  add  local  levies  on  their  own 
account  to  the  imperial  tax  rates,  but  these  supple- 
ments {ZtiickUige)  will  not  be  allowed  to  exceed  in 
revenue  producing  power  the  amount  due  the  city 
under  the  imperial  law,  i.6.  40%  of  the  total  amount 
collected.  Further,  the  imperial  and  local  rates  taken 
together  may  in  no  case  take  more  than  30%  ci  the 
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unearned  increment.  With  these  limitations  additional 
local  rates  may  be  variously  fixed  according  to  the 
different  kinds  of  property  involved  and  the  length 
of  the  period  during  which  it  has  been  in  the  pos- 
session of  the  seller.  Some  room  for  local  adjustment 
is  thus  allowed  even  under  the  terms  of  the  imperial 
law.  Indeed  one  of  the  arguments  in  defence  of  the 
low  scale  of  tax  rates  provided  by  the  imperial  law 
was  that  the  rates  must  be  so  fixed  in  order  that  cities 
desiring  it  would  have  room  to  add  ZuscUdge  of  con- 
siderable size  on  their  own  account.  It  is  believed, 
however,  that  real  estate  interests  will  make  it  ex- 
tremely hard  for  city  councils  to  proceed  far  in  this 
direction. 

One  further  concession  is  made  to  those  communi- 
ties which,  prior  to  April  1,  1909,  passed  an  unearned 
increment  tax  ordinance  to  take  effect  before  January 
1,  1911,  or  in  which  prior  to  the  latter  date  an  ordi- 
nance had  gone  into  operation  with  retroactive  effect 
back  to  April  1,  1909.  In  case  such  communities 
can  show  that  their  average  yearly  income  under  their 
ordinances  was  in  excess  of  the  portion  allotted  to  them 
under  the  imperial  law,  the  difference  is  to  be  paid  them 
out  of  the  share  of  the  Empire  until  April  1,  1915. 
Or  instead  of  this  a  community,  with  the  consent  of 
the  imperial  chancellor,  may  retain  its  existing  ordi- 
nance for  the  same  period,  paying  over  to  the  Empire, 
however,  all  income  in  excess  of  the  average  which  it 
received  from  its  own  tax  prior  to  April  1,  1911.  It 
is  left  to  the  imperial  federal  council  (Bunde^rat), 
by  the  way,  to  determine  what  this  average  has  been 
in  given  cases.  So  far  no  general  method  of  comput- 
ing such  averages  has  been  promulgated.  Owing  to 
the  great  diversity  of  municipal  ordinances  on  the  sub- 
ject it  will  be  a  matter  of  great  difficulty  to  do  so,  and 
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any  solution  is  certain  to  cause  friction  between  city 
and  imperial  officials.  For  the  time  being,  therefore, 
the  Bundesrat  has  decided  to  avoid  general  rules  and 
to  deal  only  with  individual  cases  as  they  come  up. 

By  these  transition  provisions  of  the  new  law  those 
cities  which  anticipated  the  Empire  in  unearned  incre- 
ment taxation  are  guaranteed  against  any  diminution 
of  their  income  from  this  source  during  a  period  of 
four  years.  After  1915,  however,  all  local  legislation 
will  be  permanently  superseded  by  the  imperial  law 
administered  uniformly  throughout  the  whole  country. 
So  far  as  the  continuation  of  local  ordinances  is  con- 
cerned a  recent  announcement  by  the  imperial  chan- 
cellor is  of  great  interest.^  For  the  present  he  has 
determined  to  grant  permission  to  retain  existing  ordi- 
nances for  periods  of  one  year  only.  This  will  enable 
municipalities  having  their  own  ordinances  to  study 
results  obtained  under  the  imperial  law  in  other  cities. 
If  the  latter  prove  satisfactory,  the  uniformity  contem- 
plated by  the  law  may  be  attained,  with  the  full  con- 
sent of  the  interested  cities,  earlier  than  1915^ 

From  an  American  point  of  view  those  aspects  of  the 
new  imperial  law  which  we  have  just  been  considering 
are  interesting.  They  show  the  federal  government  of 
Germany  reaching  down  to  abrogate  or  rearrange  in 
thorogoing  fashion  a  detailed  part  of  the  tax  sys- 
tems of  many  municipalities  and  local  governments 
scattered  through  its  separate  states.  Under  our 
constitutional  system  such  interference  by  Washing- 
ton in  affairs  of  local  taxation  is,  of  course,  quite  out 
of  the  question. 

In  accordance  with  the  usual  German  practice  the 
actual  administration  of  the  new  unearned  incre- 
ment tax  is  turned  over  to  the  various  state  govem- 

1  Mlttettuncen  d.  ZentralsteUe  d.  deutaohen  Stidtetage,  10.  JubI,  1911.  p.  137. 
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mentS;  subject,  however,  to  the  supervision  of  the 
imperial  plenipotentiaries  for  customs  and  taxes. 
Ample  provision  is  made  in  the  law  for  the  hearing  and 
decision  of  all  complaints  made  by  tax  payers.  Fines 
are  provided  for  various  offences.  In  the  opinion  of 
the  German  Municipal  Conference  the  administrative 
provisions  of  the  law  are  so  unduly  complicated  that 
they  will  greatly  increase  the  amount  of  work  and  the 
costs  necessary  to  collect  the  tax,  and  will  lead  to 
much  litigation.^ 

Experience  has  shown  that  no  prophecies  are  more 
apt  to  be  misleading  than  those  regarding  the  income 
to  be  yielded  by  an  unearned  increment  tax.  All  the 
factors  affecting  the  real  estate  market,  including  the 
perturbations  and  evasions  caused  by  the  impending 
tax  itself,  and  all  the  complicated  legal  paraphernalia 
for  the  computation  of  unearned  increment,  play  a  part 
in  the  final  result.  Over  a  very  wide  field,  such  as  that 
covered  by  the  new  imperial  law,  however,  fluctuations 
in  the  many  local  real  estate  markets  will  perhaps  tend 
to  compensate  each  other.  As  to  the  probable  income 
which  the  new  tax  may  be  expected  to  yield  all  cau- 
tious prophets  are  silent.  Only  one  line  of  specula- 
tion may  be  suggested  regarding  this  matter.  In 
1909,  a  stamp  tax  was  placed  in  the  imperial  budget 
with  the  understanding  that  the  unearned  incre- 
ment tax  law  should  be  worked  out  later  and  substi- 
tuted for  it.  Now  to  enable  the  government  to  dis- 
pense with  this  stamp  tax  an  annual  income  of  at 
least  20,000,000  marks  from  the  unearned  increment 
tax  would  be  necessary.  And  as  the  empire  was  to  re- 
ceive only  half  of  the  income  from  such  a  tax,  a  total 

>  Antrag  d.  VonUndM  d.  deutooh«&  Stidtetafs  betr.  Relehaauwaoharteiier  t.  1, 
Nov.,  1910.  MttteUunten  d.  Zentrtbtalle  d.  deutachen  StidtetAci  ▼.  12,  Dm., 
1910.  p.  480. 
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revenue  of  40,000,000  marks  ($9,528,400.00)  was  to 
this  extent  indicated.  Whether  or  not  the  govern- 
ment's original  bill  would  have  produced  so  much  is 
highly  problematical  But  it  is  absolutely  certain  that 
the  amendments  made  in  the  Reichstag  enormously 
reduced  the  revenue  producing  power  of  the  act. 
That  the  government  shares  this  view  is  proved  by 
the  later  action  of  the  Reichstag  which,  upon  the 
urgent  representations  of  the  imperial  secretary  of  the 
treasury,  postponed  the  substitution  of  the  unearned 
increment  for  the  stamp  tax  from  1911  to  1914. 

In  its  main  outlines,  therefore,  the  new  imperial 
law  may  be  described  as  fairly  strong  in  its  retro- 
active features  and  weak  elsewhere.  Financially  its 
present  importance  is  very  slight.  In  its  extreme  com- 
plexity the  law  is  a  true  product  of  the  German  intel- 
lect. As  experience  is  obtained  in  its  administration 
and  as  decisions  are  handed  down  by  the  courts 
regarding  its  interpretation,  the  difficulties  arising 
from  this  course  may  be  greatly  reduced.  Still  it  re- 
mains a  very  vital  question,  particularly  from  the 
point  of  view  of  more  democratic  countries  which 
may  wish  to  follow  Germany's  example,  as  to  how 
far  the  complexity  of  unearned  increment  taxation 
is  inherent  in  the  nature  of  the  subject  itself.  As  the 
law  stands  it  is  not  satisfactory  to  the  empire  from 
the  point  of  view  of  productivity,  nor  to  the  cities  as 
regards  their  share  of  the  income,  nor  to  the  real  estate 
interests  which,  of  course,  are  fundamentally  opposed 
to  all  taxation  of  this  sort.  Between  the  three  it 
is  certain  to  be  considerably  amended  soon  after  its 
effects  become  manifest.  G^erman  land  tax  reformers 
are  inclined  to  lament  that  the  new  law  has  ''no 
teeth  in  it."  A  fairer  statement  would  be  that  it 
has  simply  cut  its  milk  teeth  and  may  be  expected  to 
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develop  mature  molars  and  incisors  later.  Taking 
all  things  into  consideration,  however,  the  new  im- 
perial law  is  one  of  the  largest  and  most  significant 
practical  applications  of  the  single  tax  idea  that  has 
ever  been  attempted, 

Robert  C.  Brookb, 

Uniybbsitt  or  Cincimnati. 


TENANCY  IN  THE  NORTH  CENTRAL 

STATES 

SUMMARY 

The  tenancy  problem  one  of  many  phases,  710.  —  Characterization 
of  the  North  Central  States,  712.  —  Relation  of  tenancy  to  value  of 
land,  by  states,  714.  — The  same  by  i^roups  of  counties,  717. — Influ- 
enced by  mze  of  farms,  719. — By  type  of  farming,  720.  —  Tenancy 
and  the  com  belt,  723. — Extenave  and  intensive  farming,  724.  —  Sum- 
mary, 728. 

From  the  standpoint  of  tenancy  the  United  States 
is  far  too  large  and  too  varied  to  be  treated  as  a  unit. 
Any  one  of  the  recognized  geographical  divisions  is 
so  large  and  varied  that  even  a  statistical  treatment 
of  tenancy  for  one  section  is  sure  to  leave  out  of  account 
many  local  and  minor  influences  which  taken  together 
may  be  of  primary  importance.  It  would  be  irra- 
tional to  speak  of  tenancy  in  the  abstract  and  in- 
clude within  the  scope  of  the  term  the  twenty-acre 
cotton  farm  of  Georgia  and  the  thousand-acre  farm 
of  North  Dakota.  In  the  former  case  the  tenant  is 
usually  imder  the  eye  and  the  domination  of  the  owner 
of  the  land;  is  in  debt  for  equipment  and  dependent 
for  subsistence;  is  in  charge  of  one  thousand  dollars 
worth  of  property;  and  is  himself  the  owner  of  but 
one  or  two  hundred  dollars  worth.  In  the  latter  case 
the  tenant  is  frequently  as  independent  as  the  owner 
of  the  land;  selects  his  crops  to  be  planted;  plans  his 
field  operations;  owns  his  live  stock  and  implements, 
free  from  incumbrance;  buys  and  sells  entirely  at  will; 
owns  property  worth  from  one  to  several  thousand 
dollars;  and  is  in  charge  of  a  farm  worth  perhaps 
twenty-five  thousand  dollars.  Such  is  the  contrast 
from  north  to  south.    Tho  the  contrast  from  east,  to 

710 
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west  is  less  pronounced,  it  is  by  no  means  negligible. 
In  the  East  the  farm  is  small  by  comparison;  it  no 
longer  responds  to  cultivation  alone;  is  not  so  well 
adapted  to  the  use  of  draft  animals  and  even  less  to 
the  use  of  mechanical  power;  diversified  farming, 
or  highly  specialized  intensive  farming,  is  the  only 
types  which  can  succeed.  In  the  far  West  there  is  a 
great  expanse  of  coimtry,  and  the  greatest  diversity 
of  soil  and  climate;  a  range  of  crops  from  the  durum 
wheat  and  alfalfa  of  the  plains  to  the  irrigated  gardens 
of  the  valleyB.  There  is  land  worn  out  from  the 
standpoint  of  present  methods  of  farming,  and  land 
so  rich  that  those  farming  it  believe  it  will  last  forever. 
There  are  farms  (so-called)  of  a  quarter  of  a  million 
acres,  worth  a  dollar  an  acre;  and  farms  of  three  acres 
worth  three  thousand  dollars  an  acre.  Moreover, 
in  the  western  country  many  farms  are  just  being 
taken  from  the  government  in  the  form  of  homestead, 
Carey  Act  entries,  desert  claims,  and  the  like;  great 
numbers  are  being  sold  on  every  conceivable  plan  of 
cooperative  development  and  deferred  payment,  these 
latter  being  orchard  enterprises  as  a  rule.  It  is  appa- 
rent that  these  conditions  are  not  comparable  either 
with  the  South,  the  East,  or  the  middle  West.  It  is 
no  less  apparent  that  the  different  units  here  are  not 
comparable  one  with  another.  The  conditions  are 
so  unstable  and  uncertain  that  it  is  difScult  to  describe 
the  present  situation,  let  alone  discover  the  trend 
events  are  taking.  It  may,  however,  be  noted  by 
way  of  furth^  introduction  that  there  is  a  compara- 
tively low  percentage  of  tenancy  in  the  East  and  in 
the  far  West;  the  highest  percentage  in  the  South; 
and,  in  the  North,  a  hi^  percentage  in  the  middle 
West,  or,  in  terms  of  the  census,  the  North  Central 
division  of  states. 
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The  North  Central  division  is  a  large  block  of  coun- 
try. It  comprises  twelve  states,  the  smallest  being 
Indiana,  the  largest,  Minnesota.  Taken  together 
they  have  an  area  of  over  three-quarters  of  a  million 
square  miles,  or  22  per  cent  of  the  area  of  continental 
United  States.  They  have  a  population  of  almost 
thirty  millions,  or  about  a  third  of  the  total.  From 
the  agricultural  point  of  view  this  section  has  striking 
features.  Here  are  over  one-third  of  all  the  farms 
and  farm  land  of  the  country,  valued  at  more  than 
the  remaining  two-thirds.  In  connection  with  these 
farms  are  found  nearly  half  of  the  cattle,  45  per  cent 
of  the  horses,  and,  in  value,  almost  half  of  the  agri- 
cultural implements  and  machinery.  Within  this 
section  there  is  grown  two-thirds  of  the  wheat  crop  of 
the  whole  country.  Also  seven-tenths  of  the  corn  crop, 
ei^t-tenths  of  the  oats  crop,  and  six-tenths  of  the 
hay  and  forage  crop  are  grown  in  this  division.  In 
short,  the  great  bulk  of  the  bread  stuffs  and  the  meat, 
and  no  inconsiderable  part  of  the  dairy  products  and 
the  fruit,  come  from  these  states. 

The  North  Central  division  is  often  spoken  of  as 
a  section  uniform  in  character  and  quality;  but  such 
is  far  from  the  case.  For  example,  the  price  of  land 
in  Illinois  is  reported  at  $94.90  per  acre,  and  in  North 
Dakota  at  $25.70,  the  other  ten  states  ranging  between 
these  extremes.  Even  within  a  state  there  are  great 
variations.  For  example,  in  Illinois  and  Iowa  there 
is  much  land  selling  for  more  than  $200  an  acre,  while 
at  the  same  time  a  whole  county  in  Illinois  is  reported 
at  $17.00  per  acre  for  land  and  buildings.  Nebraska 
has  land  selling  for  $150  in  the  eastern  part  of  the 
state,  while  in  the  western  part  there  are  abundant 
examples  of  the  economist's  no-rent  land.  Moreover, 
both  in  Ohio  and  in  North  Dakota  there  is  land 
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which  has  not  been  fanned  at  all*  The  topography, 
the  nature  of  the  soil,  and  the  length  of  time  it  has 
been  cultivated  all  help  to  determine  the  size  of  the 
farm,  which  in  Ohio  averages  89  acres,  and  in 
North  Dakota  382  acres.  The  density  of  popula* 
tion  is  correspondingly  unlike,  ranging  from  117  per 
square  mile  in  Ohio  down  to  7.6  in  South  Dakota, 
while  in  parts  of  Ohio  the  density  is  several  times  the 
average  for  the  state  and  in  South  Dakota  it  falls 
below  one  per  square  mile  for  some  counties. 

There  is  great  diversity  in  the  character  of  the  soil 
and  its  primary  condition.  The  greatest  prairies  of 
North  America  were  in  these  states,  and  some  of  the 
best  of  the  pine  forests  and  extensive  hardwood  forests. 
The  swamps  are  great  in  extent  in  the  northern  part, 
tho  irrigation  is  essential  to  good  crops  in  the 
western  part.  As  a  result  the  character  of  the  farming 
varies  very  greatly.  Certain  states  may  be  charac- 
terised by  the  leading  type  of  agriculture  within  them. 
Ohio  has  long  been  known  as  a  sheep-growing  state, 
Illinois  as  a  cereal-producing  state,  Wisconsin  as  a 
dairy  state,  Iowa  as  a  cattle-  and  swine-producing 
state.  Minnesota  and  the  two  Dakotas  are  known 
far  and  wide  as  the  producers  of  wheat,  barley,  and 
flax;  Michigan  is  noted  for  fruit,  and  sugar  beets; 
and  so  through  the  list.  It  is  not  necessary,  how- 
ever, to  go  from  one  state  to  another  to  find  chang- 
ing conditions.  There  is  much  dissimilarity  within 
any  given  state,  and  consequent  variety  in  the 
agriculture.  In  Wisconsin,  for  example,  there  is  the 
regular  grain  growing,  —  com,  oats,  and  barley;  there 
are  cattle  for  beef  and  for  the  dairy,  there  are  sheep 
and  swine;  but  in  addition  to  these  more  ordinary 
kinds  of  farming,  we  find  the  tobacco  farms,  truck 
farms,  and  the  so-called  clover-seed  farms,  besides 
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land  still  to  be  made  into  farms.  In  Illinois  the 
crop  range  is  a  wide  one.  Some  parts  of  the  state 
grow  as  much  com  per  square  mile  as  is  grown  any- 
where; some  counties  are  outside  the  main  com  belt. 
In  parts  of  the  state  clover  and  timothy  are  found 
on  almost  every  farm;  in  other  parts  these  crops  are 
almost  unknown. 

With  all  these  conditions  varying  so  widely  it  would 
be  strange  were  tenancy  a  constant  factor,  and  it  is 
not.  Indeed,  it  would  hardly  be  possible  for  it  to  run 
through  a  wider  range,  since  it  now  varies  by  individ- 
ual counties  from  less  than  one  per  cent  of  all  farms 
in  some  to  eighty-three  per  cent  in  others.  Over  two- 
fifths  of  all  land  of  the  United  States  rented  to  tenant 
farmers  is  found  in  this  group  of  twelve  states,  and 
these  farms  have  a  value  greater  than  that  of  the  other 
three-fifths  of  such  farms. 


VALUE  OF  LAND  AND  PER  CENT  OF  TENANCY 


Value  per 
•ere 

Per  cent  of 
tenancy 

Rankin 
value 

Rank  In 
tenaney 

nUnoifl 

04.90 
83.00 
62.00 
53.30 
43.30 
41.84 
41.76 
37.00 
35.50 
34.70 
32.00 
25.70 

41.4 

37.8 
30.0 
28.4 
13.0 
38.2 
29.9 
21.0 
36.8 
24.6 
16.0 
14.3 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

1 

Iowa 

3 

IndimiA   

5 

Ohio 

7 

Wifiooiisin     

12 

Nebraska 

2 

MuBOuri 

6 

Minneffota    

9 

4 

South  Dakota 

Michiffan    

8 
10 

North  DakoU 

11 

The  first  fact  to  be  noticed  is  the  close  parallelism 
between  the  value  of  land  and  the  proportion  of  tenancy. 
The  above  table  shows  the  value  of  land  per  acre, 
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and  the  per  cent  of  tenancy,  as  reported  in  the  Thir- 
teenth Census,  together  with  the  rank  in  each. 

It  will  be  seen  that  the  ranks  in  value  and  in  tenancy 
correspond  closely  in  about  two-thirds  of  the  states 
and  differ  materially  in  the  other  instances.  Must 
it  be  inferred  then  that  the  case  is  a  mere  coincidence  ? 
Before  dismissing  it  as  such  let  us  drop  three  states 
from  the  list  and  re-rank  the  remaining  nine.  Dropping 
Wisconsin,  Kansas,  and  Nebraska,  the  result  is  that, 
in  value  and  tenancy  respectively,  the  ranking  is  as 
follows :  — 

RANK  IN  VALUE  AND  IN  TENANCY,  SELECTED 

STATES 


niinois  

Iowa 

Indiana 

Ohio  

MiflBOuri 

Minnesota 

South  Dakota 

Michigan 

North  Dakota 

Surely,  if  this  be  a  mere  coincidence,  it  is  a  very 
striking  one.  But  why  drop  Wisconsin,  Kansas,  and 
Nebraska  ?  In  partial  answer  it  may  be  said  that  Wis- 
consin has  always  been  remarkably  low  in  tenancy, 
from  causes  which  will  be  discussed  later,  and  that 
Kansas  and  Nebraska  have  come  up  rapidly  in  ten- 
ancy, due  to  the  imusual  adaptability  of  their  lands 
to  e3ctensive  farming,  and  to  the  further  fact  that  in 
them  no  considerable  amount  of  available  unoccupied 
land  is  left,  to  be  taken  by  homeseekers  and  so  for  a 
time  balance  the  tendency  toward  the  purchase  of 
land  for  speculation.    Land  held  for  speculation  is 


Rankin 
value 

Rankin 
tenancy 

1 

1 

2 

2 

3 

3 

4 

5 

5 

4 

6 

7 

7 

6 

8 

8 

9 

9 
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always  for  rent  and  the  time  has  arrived  in  these  states 
when  tenants  are  plentiful  enough  to  take  the  most 
of  it.  On  the  other  hand,  much  land  in  Minnesota 
and  the  Dakotas  goes  begging  for  occupants;  it  must 
be  worked  by  its  owner  or  not  at  all,  hence  a  very  low 
rate  of  tenancy  in  the  newer  sections  of  these  states, 
which  holds  the  general  average  of  tenancy  down, 
in  spite  of  a  high  rate  in  the  older  sections  where 
speculators  and  tenants  are  both  plentiful.  It  is  in 
the  older  states  that  conditions  are  more  uniform  and 
apparently  more  stable,  and  it  is  in  these  states  that 
values  and  tenancy  seem  unmistakably  to  be  travelling 
the  same  road,  and  at  a  somewhat  similar  rate  of  speed. 
The  trend  of  tenancy  for  the  group  during  the  past 
thirty  years  is  shown  in  the  table:  — 

PER  CENT  OF  TENANCY,  1880-1910 


1010 

1000 

1800 

1880 

Illinoiff 

41.4 
37.8 
30.0 
28.4 
13.9 
38.2 
29.9 
21.0 
36.8 
24.6 
16.0 
14.3 

39.3 
34.9 
28.6 
27,5 
13.5 
36.9 
30i^ 
17.3 
35.2 
21.8 
15.9 
8.5 

34.0 
28.1 
25.4 
22.9 
11.4 
24.7 
26.8 
12.9 
28.2 
13.2 
14.0 
6.9 

31.4 

Iowa 

23.8 

23.7 

Ohio 

19.3 

WiBOOiisin   

9.1 

Nebraska 

18.0 

Miflflouri 

27.3 

Minneaota    

9.2 

16.3 

South  Dakota 

Miehigan    

3.9^ 
10.0 

North  DakoU 

3.9" 

Throughout  this  period  the  relation  between  value 
of  land  and  the  rate  of  tenancy  has  been  substantially 
as  shown  for  1910  above.  It  will  be  noticed  that  the 
slight  decline  in  tenancy  for  Missouri  during  the  past 


>  For  DakoU  Territory. 


TENANCY  IN  THE  NORTH  CENTRAL  STATES     717 

ten  years  is  the  only  instance  of  the  kind  occurring  in 
the  group  during  the  thirty  years. 

The  close  relationship  between  value  of  land  and 
rate  of  tenancy  is  even  more  strikingly  brought  out 
by  a  comparison  of  groups  of  counties  within  a  state 
than  in  the  comparison  of  one  state  with  another. 
Within  the  state  of  lUinoiS;  in  a  block  of  fourteen 
counties  where  farms  are  reported  at  $150  or  more 
per  acre,  there  was  ten  years  ago  50.6  per  cent  of 
tenancy.  In  these  counties  at  the  present  census 
there  is  54.7  per  cent  of  tenancy.  Not  only  is  the 
amount  of  tenancy  high,  but  it  is  increasing  rapidly, 
more  rapidly  thim  in  other  parts  of  the  state.  In 
another  block  of  nineteen  counties,  in  which  the  value 
of  farms  is  less  than  $50  per  acre,  in  1900  there  was 
27.8  per  cent  of  tenancy,  while  now  there  is  29.7  per 
cent.  This  is  but  about  two-thirds  the  proportion  of 
tenancy  for  the  whole  state,  and  the  rate  of  increase 
is  below  that  for  the  state.  The  same  general  condi- 
tions prevail  in  Ohio,  which  we  may  view  from  a  little 
di£Ferent  standpoint  so  as  to  include  all  farms  of  the 
state.  It  is  found  that  in  thirty  counties  in  the  eastern 
and  southern  parts,  having  an  average  valuation  for 
farms  of  $60,  or  less,  per  acre,  the  per  cent  of  tenancy 
ten  years  ago  was  19.5;  at  present  it  is  20.8;  not  a 
great  change  for  the  period,  and  a  low  proportion  in 
each  case.  In  the  remaining  two-thirds  of  the  state, 
the  per  cent  of  tenancy  in  1900  was  30.9,  while  in  1910 
it  was  33  per  cent.  It  is  just  here,  roug^y  the  middle 
of  Ohio  from  north  to  south,  that  we  find  the  pro- 
nounced break  in  the  tendency  of  farms  to  slip  out  of 
the  hands  of  the  owners  and  into  the  possession  of 
tenants,  for  from  this  line  to  the  east  tenancy  declines, 
while  to  the  west,  at  least  to  the  Rocky  Mountains, 
ownership  declines. 
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The  same  relationship  between  values  and  tenancy 
may  be  seen  in  Missouri,  where  in  sixteen  counties 
in  the  northwestern  part  of  the  state  with  values  of 
$60  and  over  per  acre  there  is  33.5  per  cent  of  ten- 
ancy. This  is  well  above  the  general  average  for  the 
state  and  is  slightiy  above  the  per  cent  for  the  same 
counties  ten  years  ago.  In  the  northeastern  part 
of  the  state  a  like  number  of  counties  with  values 
below  $60  stood  at  27.0  per  cent  in  tenancy  in  1900, 
but  fell  to  24.6  per  cent  by  1910.  In  Indiana  the  nine- 
teen counties  in  which  farms  are  worth,  per  acre,  $100 
and  up  have  36  per  cent  of  tenancy.  The  twenty-five 
coimties  with  values  at  $50  and  below  have  21  per 
cent  of  tenancy.  These  groups  happen  to  be,  re- 
spectively, about  equally  above  and  below  the  average 
values  apd  average  tenancy  for  the  whole  state. 

More  examples  might  be  given,  but  so  far  as  the 
writer  has  made  the  test,  the  general  relationship 
holds  within  each  state.  That  it  will  hold  where 
other  conditions  are  equal  seems  to  be  beyond  con- 
troversy. It  does  not  always  hold  good  from  one 
state  to  another  nor  even  within  a  given  state,  be- 
cause of  varying  conditions;  yet  the  exceptions  are 
comparatively  infrequent.^ 

Not  only  has  tenancy  either  decreased,  or  increased 
at  a  relatively  slower  rate,  in  all  parts  of  the  North 
Central  states  where  the  price  of  land  is  below  the 
average,  but  the  actual  number  of  tenants  has  in 
many  instances  decreased.  That  is  to  say,  some 
farms  which  had  been  worked  by  tenants  have  passed 
into  the  hands  of  owners,  tho  in  more  cases,  as  in 
such  pioneer  sections  as  southwestern  Kansas,  the 
lower  proportion  of  tenancy  is  due,  not  to  this  move- 

>  See  article  on  "  Tenancy  In  Iowa,**  Quarteriy  Publioatlons  American  Statlotical 
Society,  March,  1911. 
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ment,  but  to  the  development  of  new  farms  operated 
by  owners,  the  tenant  farms  holding  their  own  in 
niunbers  or  even  increasing.  Or  the  tenants  may 
have  decreased,  but  not  so  fast  as  the  owners,  such 
being  the  case  in  the  high-priced  sections  of  Illinois, 
and  in  half  or  more  of  Iowa.  This  of  course  means  a 
decided  increase  in  the  size  of  farms.  In  the  thirty 
counties  of  Ohio  having  farms  under  $60  per  acre  on 
an  average  there  was  a  decrease  of  more  than  1800 
in  the  number  of  tenant  farms,  while  in  the  rest  of 
the  state  there  was  an  increase  in  this  class  of  over 
2900.  In  both  cases  the  number  of  land-owning  far- 
mers decreased,  giving  as  a  net  result  a  number  of 
farms  for  the  state  smaller  by  about  5300  than  ten 
years  ago.  As  a  matter  of  fact  the  farms  increased 
in  size  in  ail  states  of  this  group  except  South  Dakota, 
but  the  increases  were  far  from  uniform  over  the 
states.  In  those  districts  in  which  the  system  of 
farming  seems  to  be  undei^oing  little  change,  an 
increase  in  the  proportion  of  tenancy  seems  as  a  rule 
to  be  associated  with  an  increase  in  the  size  of  the 
farm.  A  gain  in  ownership,  on  the  other  hand,  is 
associated  with  a  change  in  the  opposite  direction 
or  with  absence  of  change.  This  does  not  hold  good 
in  districts  where,  for  example,  great  wheat  farms 
are  beiog  broken  up  into  smaller  ones;  for  here  the 
first  result  is  an  increase  in  tenancy. 

Values  of  land  and  size  of  holdings  are  by  no  means 
the  only  factors  in  the  tenancy  problem.  Among 
others  it  may  be  mentioned  that  the  character  of  the 
farming  done  is  not  the  same  in  the  case  of  the  tenant 
and  the  land-owning  fanner.  In  this  North  Central 
group  of  states,  according  to  the  census  of  1900,  the 
tenants  had  charge  of  more  than  their  proportional 
number  of  farms  on  which  hay  and  grain  were  the  prin- 


720  QUARTBRLY  JOURNAL  OF  ECONOMICS 

cipal  products.  On  the  other  hand,  they  had  little  more 
than  half  their  proportion  of  the  live  stock  farms. 
These  two  classes  of  farms  comprise  the  greater  part 
of  all  farms  in  this  section;  hence  in  the  proportional 
distribution  of  these  farms  between  owners  and  tenants 
is  seen  the  leading  characteristics  of  tenant  and  land- 
owning farmers,  so  far  as  the  general  type  of  agricul- 
ture is  concerned.  The  tenant  raises  grain  to  sell; 
the  land  owner  more  often  raises  it  to  feed  to  live 
stock.  The  tenant  produces  but  three-fourths  of 
his  proportional  share  of  hay  and  forage,  and  this 
corresponds  almost  exactly  to  the  proportion  of  the 
cattle  which  he  owns.  In  the  ownership  of  sheep  he 
is  even  farther  behind  the  land-owning  farmer.  Yet 
in  the  case  of  swine  he  has  his  full  quota,  and  here  is 
an  exception  to  the  generalization  that  the  tenant 
raises  grain  to  sell;  tho  he  does  this  to  a  great  degree, 
he  feeds  a  great  many  hogs. 

The  leading  cereals  of  the  North  Central  states  are 
com  and  wheat,  together  constituting  about  four- 
fifths  the  value  of  all  cereals.  The  tenants  grow  only 
two-thirds  of  their  share  of  the  wheat,  yet  they  ex- 
ceed by  one-third  their  proportional  share  of  the  com. 
In  the  case  of  wheat,  the  conditions  vary  widely  from 
state  to  state.  In  several  of  the  distinctively  wheat- 
growing  states  the  tenants  are  growing  more  than  their 
proportional  share,  leaving  them  with  much  less  in 
the  other  states.  With  com  the  conditions  are  more 
uniform,  the  tenant  raising  throu^out  proportionally 
more  than  the  land  owner.  The  less  usual  crops, 
such  as  vegetables,  fruit,  and  tobacco,  are  grown 
mainly  by  the  land-owning  fanner.  Couple  with 
these  facts  of  tenancy,  —  the  prevalence  of  grain 
growing  in  general,  and  of  com  growing  in  particular, 
and  the  scarcity  of  cattle  and  sheep,  —  the  charac- 
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teristics  of  the  tenant  fann  itself.  There  is  the  same 
value  in  land  per  acre,  and  not  far  from  the  same 
number  of  acres;  but  the  buildings  are  worth  but 
fivcHsixths  as  much  as  on  the  farm  occupied  by  its 
owner.  In  implements  and  machinery  the  tenant 
has  a  little  less  than  his  proportional  share;  tho  this 
is  due  in  the  main  to  the  fact  that  he  is  less  in  need  of 
such  things  as  haying  tools,  com  binders,  or  milk 
separators  than  is  the  land  owner.  Tenants  are 
seldom  handicapped  by  lack  of  implements.  The 
tenant  farmer  himself  is  much  younger  than  the 
owner;  he  stajrs  on  the  same  farm  not  to  exceed  about 
a  third  as  long  a  period  of  time  as  does  the  owner. 
These  facts  are  all  significant.  They  pictiu^e  a  fanner 
with  a  poor  outfit  of  buildings,  with  comparatively 
little  grass  land,  with  little  live  stock,  giving  his  atten- 
tion to  the  growing  of  grain  to  be  hauled  immediately 
to  market.  The  one  exception  to  this  condition  is 
the  feeding  of  much  of  his  com  to  hogs. 

If  these  conditions  are  accurately  outlined  they 
present  a  reason  other  than  the  high  price  of  land  for 
the  concentration  of  tenancy  on  the  better  land. 
The  tenant  is  not  equipped  for  doing  the  more  exacting 
work  of  stock  farming.  He  lacks  the  capital  with 
which  to  begin.  He  wishes  to  engage  in  a  business 
which  will  yield  retiuns  during  the  year,  not  after  a 
period  of  years.  Again,  he  is  not  encouraged  by  his 
landlord  to  go  into  live  stock  to  any  extent;  the  land- 
lord is  not  anxious  to  put  a  great  deal  of  money  into 
the  necessary  bams,  silos,  and  fences.  Even  should 
he  have  the  opportunity  to  raise  stock  on  a  given 
farm,  the  probabiUty  that  he  will  be  obliged  to  move 
within  a  short  time  is  a  discouragement  against  doing 
so,  since  the  next  farm  he  takes  will  in  all  likelihood 
not  be  so  well  equipped.    In  one  respect  landlord 
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and  tenant  seem  to  be  agreed,  —  they  want  prompt 
returns  on  the  outlay.  These  conditions  cause  the 
tenant  to  gravitate  toward  the  section  where  the  type 
of  farming  for  which  he  is  fitted,  and  which  meets 
his  needs,  can  best  be  done.  This  means  a  district 
adapted  to  the  growing  of  grain,  especially  com. 

That  tenants  are  prevalent  in  the  heart  of  the  grain- 
growing  section  may  be  seen  from  the  maps  on  page 
722.  The  striking  similarity  of  a  tenancy  map  and 
a  cotton  area  map  for  the  Soutii  has  often  been  noted. 
The  relation  of  the  com  belt  to  the  density  of  tenancy 
in  the  North  has  not  attracted  so  much  attention. 
The  map  showing  the  com  belt  is  from  the  census 
of  1900,  while  that  showing  tenancy  is  for  1910.  There 
is,  however,  no  serious  incomparability  on  this  account, 
since  the  corn-belt  outline  is  quite  stable.  The  re- 
semblance between  these  two  maps,  even  as  they  stand, 
cannot  escape  notice;  and  yet,  as  it  happens,  they 
are  so  constructed  as  to  cover  up  certain  coincidences. 
For  example,  the  com  map  shows  the  same  density 
for  northeastern  Missouri  and  southern  Iowa  as  for 
the  greater  portions  of  Iowa  and  Illinois,  while  the 
fact  is  this  section  had  just  barely  enough  com  to 
admit  it  to  the  first  class.  On  the  other  hand,  a  con- 
siderable number  of  counties  within  this  area  were 
just  low  enough  in  tenancy  to  drop  them  into  the 
lower  class  on  the  tenancy  map.  A  map  more  care- 
fully shaded  (as  might  be  done  by  the  dot  system  of 
mapping)  would  show  a  closer  relationship  than  is 
here  brought  out.  The  oth^  important  instance, 
aside  from  the  one  mentioned,  in  which  the  two  maps 
do  not  correspond,  is  the  projection  of  the  dense 
tenancy  area  into  southwestern  Minnesota  and  eastern 
South  Dakota.  This  is  a  region  in  which  the  acreage 
of  com  has  increased  rapidly  during  the  past  ten  years; 
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therefore  a  map  showing  the  com  area  up  to  date 
would  correspond  much  more  clearly  with  the  tenancy 
map  than  does  the  one  given.  The  same  is  true  to 
a  smaller  degree  of  the  southern  limits  of  the  com 
belt,  both  com  and  tenancy  having  moved  in  that 
direction.  In  Kansas  and  Nebraska,  especially,  the 
tenant  is  a  com  grower,  being  decidedly  low  in  live 
stock  and  hay  production  and,  in  Kansas  especially, 
low  in  wheat  production. 

It  is  not  intended  to  suggest  that  there  is  any  magi- 
cal connection  between  tenancy  and  the  growing  of 
com.  The  connection  is  very  much  unlike  the  re- 
lation of  tenancy  to  cotton  growing.  It  would  seem 
to  be  due  more  to  the  failure,  perhaps  the  inability, 
of  the  tenant  to  enter  the  more  profitable  business  of 
stock  raising  than  to  any  other  cause.  True,  in  some 
cases  the  landlord  requires  the  tenant  to  grow  com 
and  deliver  it  to  him  at  market  price,  in  order  that  he 
may  have  a  supply  for  feeding  stock,  and  also  in  ord^ 
to  keep  his  land  in  better  condition  than  it  would  be 
with  small  grain  growing;  but  these  cases  are  surely 
not  very  common.  The  tenant  is  the  type  of  farmer 
to  prefer  the  extensive  to  the  intensive  system  of 
farming.  In  the  northwestern  part  of  this  section, 
where  com  has  not  proved  a  profitable  crop,  and  yet 
where  land  has  advanced  rapidly  in  price,  the  tenant 
farmer  is  a  wheat  grower.  This  may  be  seen  on  the 
map  if  the  wheat  section  of  the  Red  River  Valley  be 
kept  in  mind,  for  over  a  considerable  portion  of  this 
valley  the  tenancy  shading  is  noticeably  dark.  These 
are  the  two  sections,  the  com  and  the  wheat  areas 
blending  into  each  other,  in  which  a  simple  eicploita- 
tive  sjTstem  of  farming  is  possible.  Here  tenancy  is 
not  only  high,  but  is  on  the  increase  at  a  rapid  rate. 
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Around  the  outside  of  this  great  area  there  is  not  the 
opportunity  to  plant  and  reap  on  a  wholesale  plan. 

There  is  a  great  difference  between  the  eastern  and 
southern  parts  of  Ohio  and  the  rest  of  the  state  in 
respect  to  soil  and  topography,  and  the  line  of  the 
division  shows  plainly  on  the  tenancy  map.  In  the 
southern  and  eastern  portion,  with  its  hilly  land, 
wheat  and  com  are  not  grown  in  great  quantities. 
It  is  here  that  sheep  raising  and  dairying  are  common, 
neither  of  which  businesses  predominates  amongst 
tenants.  These  businesses  are  not  adapted  to  the 
ability  of  the  tenant;  the  soil  is  not  adapted  to  the 
crops  which  he  prefers.  It  seems  that  a  diversified 
type  of  farming  is  all  but  inevitable  in  a  district  of 
this  kind.  Again,  this  is  not  the  land  to  rise  in  price 
as  does  the  richer  and  smoother  land,  and  so  does 
not  get  beyond  the  reach  of  the  farmer  in  price  per 
acre.  The  advantage  of  the  large  holding  is  less  than 
in  the  case  of  land  adapted  to  the  growing  of  grain, 
thus  contributing  another  factor  toward  keeping  the 
value  of  the  farm  unit  from  rising  too  high  for  the 
farmer  of  moderate  fortune.  In  Michigan,  where 
tenancy  is  low,  farming  is  diversified.  Fruit  growing 
is  prevalent,  in  some  counties  great  quantities  of 
potatoes  are  raised;  dairying,  and  sheep  raising  pre- 
dominate in  others.  All  of  these  facts  apply  to  Wis- 
consin, which  among  the  older  states  has  a  lower  rate 
of  tenancy  than  any  other  in  the  middle  West.  Wis- 
consin is  preeminent  in  the  dairy  business,  but  ranks 
comparatively  low  in  grain.  Unquestionably  there 
are  other  factors  than  those  here  discussed  which 
must  receive  attention  in  a  treatise  on  tenancy.  Among 
these  is  the  matter  of  nationality  of  the  farmer,  — 
and  the  affinity  for  land  of  the  Germans  and  Nor- 
wegians, so  numerous  in  Wisconsin,  is  proverbial. 
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Paasmg  to  Minnesotay  the  chances  for  long  furrows 
and  a  smaller  variety  of  operations  for  a  given  farm 
increase  greatly.  And  immediatdy  t^iancy  is  more 
frequently  found.  In  a  few  of  the  choicest  counties 
forty-five  per  cent  and  over  of  the  farmers  are  t^iants. 
Why,  it  may  be  asked,  since  wheat  farming  is  of  the 
extensive  sort  even  more  than  com,  does  not  the  same 
amount  of  tenancy  devdop  in  connection  with  it? 
The  answer  is  not  difficult.  Up  to  the  present  time 
wheat  has  be^i  a  pioneer  crop.  It  has  be^i  raised 
for  a  comparatively  few  years,  ten,  twenty,  or  thirty, 
after  which  it  fails  to  yield  as  well  as  before,  and  is 
followed  by  a  more  diversified  system  of  agriculture. 
During  the  wheat  r^gme  the  value  of  the  land  is  low. 
There  is  other  land  not  very  different  which  can  be 
homesteaded,  or  bought  at  government  price,  or  on 
long  time  from  a  railroad  company.  While  these 
conditions  obtaia  there  are  indeed  always  a  great 
many  speculators,  non-resident  landholders,  who 
would  be  glad  to  let  their  land  on  almost  any  terms. 
But  the  farmer  can  buy  for  himself,  and  does,  but  no 
one  can  be  found  to  take  the  speculator's  land. 

Ten  years  ago  there  was  very  little  tenancy  in  North 
Dakota.  At  present  there  is  a  great  deal  in  the  eastern 
part  of  the  state;  but  the  western  half  is  a  poor  place 
to  hold  land  with  the  expectation  of  lively  competi- 
tion for  it  on  the  part  of  tenants.  The  same  is  true 
to  a  much  smaller  d^^ree  of  western  Nebraska  and 
Kansas.  These  states,  with  land  lower  in  price  than 
that  of  Iowa,  have  about  the  same  proportion  of  ten- 
ancy. Here  again  is  the  contrast  between  the  more 
and  the  less  diversified  farming.  It  is  not  certain 
diversified  agriculture  cannot  develop  in  these  states, 
as  in  those  to  the  east  of  them;  but  it  is  certain  that 
for  the  present  they  lend  themselves  more  readily  to 
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e]cploitation  under  a  one-crop  or  two-crop  system. 
Here,  especially,  the  tenant  keeps  few  cattle  or  sheep, 
produces  far  less  than  his  proportional  part  of  the 
hay,  but  gives  his  attention  prunarily  to  producing 
com  and  hogs.  Everything  is  favorable  for  a  high 
rate  of  tenancy.  The  land  is  too  dear  in  pi^ce  for  the 
poor  man's  pocketbook.  It  is  level,  uniform,  and 
easy  to  till.  Moreover  it  is  held  in  large  tracts,  making 
it  easy  for  the  tenant  to  get  in  one  block  all  he  can 
cultivate.  Under  the  system  of  farming  here  practised 
these  large  units  are  more  efficient  than  smaller  ones, 
but  the  great  size  is  m  itself  a  factor,  in  addition  to 
the  high  price  per  acre,  precluding  ownership  by  a 
man  of  small  means.  In  these  states,  as  in  the  others 
previously  noticed,  high  prices  of  land  and  high  ten- 
ancy go  together,  and  low  prices  and  low  tenancy 
together.  In  Kansas  where  the  land  values  are 
fairly  uniform  over  a  considerable  part  of  the  state, 
tenancy  shows  a  similar  uniformity.  In  Nebraska, 
where  the  range  of  prices  is  much  greater,  there  are 
many  more  counties  in  each  of  the  extreme  groups, 
all  of  the  conditions  of  high  tenancy  being  present  in 
the  eastern  part  of  the  state  and  the  low  values  ex- 
cluding it  from  the  western  part. 

Turning  to  Missouri  the  conditions  are  essentially 
different.  The  whole  south  central  part  of  the  state 
is  broken  and  hilly.  Thus  it  is  quite  well  adapted 
to  fruit  growing  and  diversified  farming,  but  poorly 
adapted  to  the  cultivation  of  the  cereals  on  a  large 
scale.  Hence  tenancy  here  corresponds  to  that  of 
Wisconsin,  Michigan,  or  eastern  Ohio,  in  contrast  to 
that  of  the  leading  grain-growing  districts.  This 
land  is  still  largely  undeveloped,  is  low  in  price,  and 
is  therefore  in  great  measure  either  occupied  by  its 
owner  or  not  at  all.    Southern  Illinois  and  Indiana 
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are  likewise  not  so  well  adapted  to  grain  fanning. 
Here  again,  with  the  smaller  farms,  and  the  still  smaller 
fields,  combined  with  low  prices  of  land,  the  condi- 
tions are  favorable  for  ownership  which  is,  as  pre- 
viously stated,  relatively  high. 

From  two  different  standpoints,  then,  the  same 
facts  are  discovered.  High  price  of  land  and  high 
rate  of  tenancy  go  hand  in  hand,  likewise  low  price 
of  land  and  low  rate  of  tenancy.  Yet  it  does  not 
follow  that  the  one  condition  is  the  sole  cause  of  the 
other.  The  American  farmer  has  been  slow  to  adopt 
a  diversified  system  of  farming.  Labor  has  been  the 
scarce  factor,  and  therefore  the  dear  one.  The  great 
desideratum  has  been  a  system  which  required  the 
minimum  amount  of  labor,  and  since  land  has  be^i 
the  plentiful  agent,  it  has  been  eicploited  as  tho  it 
would  continue  to  yield  crops  gratuitously  for  all 
time.  With  the  growth  of  population  and  the  con- 
sequent demands  for  more  foodstuff  the  value  of  land 
has  followed  the  rise  in  the  prices  of  its  product.  But 
the  land  which  responds  b^t  to  immediate  demands 
rises  most.  As  a  result  the  fertile  land  capable  of 
producing  good  crops  without  the  use  of  high-priced 
fertilizers,  or  great  outlay  for  drainage,  rises  first  and 
highest.  And  while  this  movement  is  in  progress 
there  is  a  process  of  natural  selection  by  which  the 
less  efficient  farmers  are  shifted  to  the  cheaper  land 
of  the  outlying  districts;  or  if  they  remain,  they,  or 
more  likely  their  sons,  are  within  their  own  neighbor- 
hoods relegated  to  the  class  of  tenants.  Speculation 
is  still  prevalent  in  the  sections  of  high-priced  land, 
and  is  a  great  factor  in  keeping  the  price  so  high  that 
ordinary  commercial  returns  cannot  be  made  on  the 
investment  except  by  men  and  methods  above  the 
average.    This  is  in  itself  one  of  the  primary  causes 
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of  tenancy.  Such  a  sifting  and  shifting  does  not  take 
place  in  the  sections  where  land  is  less  well  adapted 
to  exploitation  and  less  attractive  to  speculators; 
hence  the  less  efficient  may  retain  ownership.  At 
the  same  time  the  type  of  farming  adapted  to  these 
sections  favors  the  efficient. 

These  conclusions  are  borne  out  by  the  fact  that 
within  the  districts  of  high-priced  land  the  farmers 
practising  the  intensive  methods  or  the  rational 
method  of  diversification  are  those  who  in  great  meas- 
ure own  the  land  they  till.  In  the  parts  of  Iowa,  for 
example,  where  dairying  is  most  prevalent,  even  tho 
the  price  of  land  is  high,  tenancy  is  relatively  low. 
The  same  is  true  of  the  intensive  farming,  such  as 
truck  and  fruit  growing.  It  can  be  done,  and  is  done, 
on  high-priced  land  without  the  aid  of  a  separate 
landlord  class.  Hence  the  conclusion  seems  inevitable 
that  the  sjrstem  of  farming  is  a  factor  equally  im- 
portant, if  not  more  important,  than  the  price  of 
land  in  turning  the  scale  in  favor  of  ownership  or  in 
favor  of  tenancy.  Those  who  engage  in  what  is  called 
the  mining  type  of  farming  are  losing  their  hold  on 
the  soil.  Those  engaged  in  a  more  profitable  type  are 
retaining  it  to  a  much  greater  degree.  Whatever 
forces  raise  the  value  of  land  make  greater  demands 
on  the  farmer  who  aspires  to  its  ownership.  What- 
ever increases  the  efficiency  of  the  farmer  makes 
ownership  more  probable.  The  extensive  pioneer 
methods  of  farming  succumb  in  the  face  of  great  waves 
of  rising  prices. 

Benjabun  H.  Hibbard. 

Iowa  Statb  Colubgs. 


THE    CHECK-OFF    SYSTEM    AND    THE    CLOSED 
SHOP  AMONG  THE  UNITED  MINE  WORKERS 

SUMMARY 

The  check-off  system  now  in  general  use  by  the  United  Mine  Woik- 
ers,  730.  —  Why  the  operaton  have  granted  it:  a  precedent  in  the 
existing  check-off  for  supplies,  and  in  the  presence  oi  the  check-wdgh- 
man,  731.  —  History  of  the  check-off  system  for  union  dues,  734.  — 
Its  main  features,  735. —  The  unions'  *'  card  day  "  done  away  with, 
737.  —  Effect  of  the  check-off  in  strengthening  the  union,  738. — 
It  acts  to  bring  about  virtually,  tho  not  formally,  the  dosed  shop,  739. 

Since  the  adoption  of  the  joint  agreement  system  between 
miners  and  operators  in  1898,  the  United  Mine  Workers' 
organization  has  put  into  general  effect  an  important  and 
unusual  method  of  collecting  union  dues  from  its  members. 
This  it  has  accomplished  by  the  help  of  the  individual 
operator,  who  deducts  or  checks  off  from  the  wages  of  his 
employees  the  union  dues  subscribed  by  them  to  the  union. 
After  deducting  these  dues  at  the  company  office  on  pay- 
day the  operator  turns  over  the  amount  collected  to  the 
officers  of  the  local  union.  The  arrangement  exists  at 
present  between  union  miners  and  operators  in  fourteen 
or  more  coal-producing  states.^  Such  proof  of  the  friendly 
relation  between  miner  and  operator  is  worth  more  than 
passing  notice,  especially  when  one  considers  the  bitter 
conflicts  which  have  occurred  in  the  past  between  capital 
and  labor  in  the  coimtry's  coal  industry. 

Why  have  the  operators  granted  this  remarkable  con- 
cession to  the  United  Mine  Workers  ?  Has  it  been  solely 
because  of  the  increasing  strength  of  the  organization  7 

1  As  to  the  adoption  of  the  oheok-ofF  In  otiior  Industrtes,  see  an  arttele  in  the  Johns 
Hopkins  University  Qreular,  1910,  No.  4,  desoribing  Its  operation  In  the  window 
glass  Industry,  and  In  certain  gannent  worlcers'  shops  In  Baltimore. 
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In  attempting  to  answer  these  questions,  we  find  that 
other  factors  than  the  numbers  and  influence  of  the  miners' 
union  contributed. 

First  of  all,  the  union  representatives  found  a  precedent 
for  their  demand  in  circumstances  peculiar  to  the  mining 
industry  itself.  Before  the  introduction  of  the  check-off 
for  union  dues  operators  were  already  in  the  habit  of  making 
deductions  from  miners'  wages  on  pay-day,  after  the  manner 
of  the  proposed  check-off,  for  house  rent,  supplies,  and  the 
like.  The  following  list  of  such  items  is  taken  from  a  Penn- 
sylvania miner's  due-bill,  as  it  is  called:  ^ 

Supplies    18.25 

Blacksmith 30 

Rent 6.00 

Groceries 20.18 

The  item  '^  Supplies  "  indicates  that  the  miner  was  in- 
debted to  the  operator  for  powder  and  oil;  the  remaining 
charges,  that  he  had  his  tools  sharpened  or  repaired  by  the 
company  blacksmith,  that  he  rented  a  dwelling  house 
owned  by  the  operator,  and  bought  groceries  at  the  store 
so  frequently  located  on  company  property  and  managed 
directly  or  indirectly  by  the  employer.  Still  other  items 
are  foimd  in  coal  miners'  due-bills  in  the  different  states. 
Monthly  payments  are  made  toward  the  maintenance  of 
a  hospital  conducted  by  the  operator  for  the  benefit  of 
injured  employees,  and  for  the  support  of  a  school  which 
is  imder  the  operator's  management.  Regular  contribu- 
tions to  accident  and  death  benefit  funds  appear.'  These 
items,  it  should  be  borne  in  mind,  are  typical  not  only  of 
present  but  also  of  past  conditions  in  the  coal  industry. 
They  are  practically  fixed  charges,  determined  by  the  con- 
ditions of  employment;  for  the  mine  worker  in  many  cases 
is  shut  off  from  the  life  of  the  ordinary  community  and 

t  Rob«ts,  Anthndte  CcmI  Iitdiutty.  p.  148. 

*  At  eertaln  PemuQrlTmni*  mJnlnc  properttoa  oontrotted  by  a  ilD^e  eompany  tlM 
miner's  oontnet  prorlded  that  oontrtbutlow  to  tiie  loeal  elernr  mod  taaas  w«re  to  bo 
dodaoted  from  hli  waceo  on  poy-day.  Prooeedlngs  of  Anthracite  Coal  Strike  Com- 
mitslon,  No.  1073. 
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becomes  correspondingly  dependent  on  his  employer.^ 
In  some  instances  the  indebtedness  indicated  by  such 
charges  even  exceeds  the  miner's  monthly  wages.  He 
then  receives  what  is  familiarly  termed  by  the  anthracite 
workers  a  '*  bob-tailed  check." 

As  already  stated,  these  deductions  from  the  miners' 
due-bills  gave  a  precedent  for  demanding  the  check-off  for 
union  dues.  The  United  Mine  Workers'  representatives 
based  their  arguments  in  part  upon  the  circumstances 
already  outlined,  declaring  that  the  check-off  should  be 
accepted  as  were  deductions  for  other  purposes;  namely, 
as  a  condition  of  employment.'  The  operators  replied 
that  the  check-off  for  union  dues  would  be  illegal,  and  that 
there  was  a  possible  element  of  compulsion  involved  in 
its  operation.  The  answer  of  the  miners'  representatives 
was  that,  if  the  check-off  was  illegal,  then  the  deductions 
already  made  by  the  operators  were  also  illegal;  and  they 
said  in  effect  that  the  operator  himself  exercised  compul- 
sion over  his  employees,  especially  in  making  deductions 
for  ''  store  "  charges,  and  this  even  when  a  miner  signed 
an  order  requesting  his  employer  to  make  such  deductions. 
The  operator  in  many  cases  practically  forced  the  miner 
to  agree  to  make  purchases  at  the  company  store  if  he 
wished  to  secure  employment  at  a  particular  mine.  As 
will  be  seen  later,  the  miners'  representatives,  in  order  to 
secure  the  check-off,  were  willing  to  furnish  the  operators 
with  a  written  order  from  each  miner  requesting  that  de- 
ductions be  made  for  union  dues.  As  for  "  store  "  charges, 
the  miners  have  generally  maintained,  and  with  reason, 
that  the  operator  usually  secures  a  direct  profit  from  the 
company  store. 

One  other  circumstance  in  the  coal-mining  industry 
before  the  introduction  of  the  check-off  strengthened  the 

>  The  check-off  Is  in  operation  under  aUnllar  oonditiona  In  the  bridc-ouikinK  Indurtzy . 
At  Thurber,  Texas,  a  local  of  the  Brick,  Tile,  and  Terra  Cotta  Workers*  ADianee  has 
secured  the  check-off  by  acreement  with  the  operator  of  the  brtck  yard,  who  praotleally 
owns  the  town,  Its  stores,  etc. 

*  Proceedings  Intentafte  Joint  ConTWitloa,  1901,  p.  105  ff. 
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miners'  position  in  their  d^nand  for  this  method  of  collect- 
ing union  dues.  This  was  the  establishment  of  the  oflGice  of 
check-weighman,  whose  duties  are,  in  brief,  to  protect 
the  miners'  interests  in  the  screening,  weighing,  and  *'  dock- 
ing "  of  coal  by  the  company.  He  takes  his  place  at  the 
company  scales  and  checks  up  the  work  of  the  docking 
boss  or  company  weighman.  He  is  generally  chosen  from 
among  the  employees  at  the  particular  mine  and  his  salary 
is  paid  by  the  miners.  For  our  present  purpose  the  import 
tance  of  the  check-weighman  lies  in  the  fact  that  his  salary 
has  been  collected,  and  this  in  one  of  two  ways:  either  by 
the  contribution  of  a  certain  amoimt  of  coal  from  each 
miner,  the  total  amoimt  so  contributed  being  credited  to 
the  check-weighman's  account  by  the  company,  just  as  in 
the  case  of  the  individual  miner  with  his  own  output;  or 
by  a  deduction  made  from  each  miner's  wages  on  pay-day, 
after  the  manner  of  the  check-off.  Thus  a  certain  portion 
of  the  miner's  earnings  was  already  deducted  by  the  opera- 
tor for  a  purpose  wholly  in  the  interest  of  the  former. 

It  is  difficult  to  state  with  accuracy  to  what  extent  the 
introduction  of  the  check-weighman  helped  to  bring  about 
the  check-off  for  union  contributions,  and  this  point  should 
not  be  unduly  emphasLsed.  The  mine  workers  did  not 
everywhere  seciue  the  services  of  the  check-weighman, 
even  after  the  passage  of  state  laws  establishing  his  office, 
for,  as  was  natural,  many  operators  in  the  different  states 
strongly  opposed  his  introduction.  However,  we  learn 
from  the  Bureau  of  Labor  and  Mining  Reports  of  Ohio, 
Illinois,  and  Pennsylvania  that  previously  to  the  adoption 
of  the  check-off,  check-weighman  laws  had  been  passed 
and  that  check-weighmen  were  to  be  found  at  certain  mines 
in  these  states.  In  Ohio  such  a  law  was  passed  in  1872, 
in  Pennsylvania  (bituminous)  in  1873,  and  in  Illinois  in 
1883.  It  is  also  significant  that  in  at  least  ten  other  states 
check-weighman  laws  were  passed  before  the  check-off 
was  granted,  as  follows:  In  Indiana  in  1883;  Iowa,  1880; 
Kentucky,   1886;    Tennessee  and  Missouri,   1887;    West 
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Virgima,  1891;  and  subsequently  in  Kansas,  Arkansas, 
Michigan,  and  Montana.^ 

The  United  Mine  W<H*ker8'  organisation  waa  not  the 
first  to  introduce  the  check-off  in  the  coal  industry,  for  it 
was  advocated  as  early  as  1889  by  Ohio  members  of  the 
old  National  Progressive  Union.  According  to  the  R^K)rt  of 
the  Ohio  Bureau  of  Labor  of  that  year,  the  latter  organisa- 
tion demanded  it  in  two  different  strikes  affecting  five  mines 
in  the  state;  in  one  instance  asking  for  *'  the  check-off  — 
granted  to  us  as  before  May  1,  1889,"  and  in  the  second, 
the  *'  usual  check-off  for  the  State  levy  made  by  the  Pro- 
gressive Union." 

In  1890,  when  the  United  Mine  Workers  first  became 
of  importance  as  a  national  organization,  its  reprosenta- 
tives  secured  the  introduction  of  a  clause  in  the  agreement 
between  miners  and  operators  of  the  Hocking  coal  r^ons 
in  Ohio,  which'  stated  that  the  check-off  was  to  be  "  re- 
stored by  the  companies  where  it  does  not  exist."  In  the 
early  908  the  check-off  was  in  force  at  certain  mining  prop- 
erties in  Ohio,  Illinois,  and  Indiana,  but  its  adoption  was 
not  general.  In  1898,  the  date  of  the  first  interstate  joint 
conference  held  between  the  United  Mine  Workers  and  coal 
operators  of  the  so-called  Central  district,  which  comprises 
Ohio,  Indiana,  Illinois,  and  Western  Pennsylvania  (bitumin- 
ous), the  check-off  was  introduced  in  the  state  agreements 
made  by  members  of  this  conference,  with  the  exception  of 
that  for  Western  Pennsylvania.  With  this  exception  it  has 
remained  in  the  agreements  to  the  present  time.  In  1898 
certain  operators  of  Kentucky  also  granted  the  check-off. 
In  Western  Pennsylvania  (bituminous)  the  check-off  has 
not  been  generally  accepted  in  the  state  agreements.  Yet 
in  1902  it  was  in  force  at  about  fifty  mines.'    In  the  an- 

>  At  the  present  time,  the  cheek-irplghman*!  eervloee  have  oome  Into  much  more 
ceneral  uae.  In  aeveral  states  he  directly  assists  in  the  operation  of  the  check-off 
for  does,  by  preparinc  the  list  of  miners*  names  whose  eontribntlons  to  the  union  are 
to  be  deducted  at  the  oompany  office.  This  be  is  able  to  do  to  advantace  while  at  his 
post  at  the  company  welghinc  scales. 

*  Froceedlnos  IntersUte  Joint  ConvenUon,  1902,  p.  119. 
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thracite  region  of  Pennsylvania,  the  only  general  concessions 
obtained  by  the  miners  regarding  the  collection  ofTunion 
dues  were  those  made  in  accordance  with  decisions  of  the 
Conciliation   Board   established   by  the  Anthracite   Coal 
Strike    Commission.    By    these    decisions    representatives 
of  the  United  Mine  Workers  were  permitted  to  collect 
dues  from  its  members  on  company  property  at  the  dif- 
ferent mines.    In  July,  1909,  however,  the  United  Mine 
Workers'  Journal  annoimced  that  the  check-off  had  been 
granted  at  one  of  the  mines  run  by  an  independent  opera- 
tor.   In   1899  the  check-off  appeared  in  the  agreement 
between  coal  operators  and  the  United  Mine  Workers  cover- 
ing  the   newly   organized    "South    Western   Territory" 
(Missouri,  Kansas,  Arkansas,  and  Indian  Territory)  and, 
after  the  year  1903,  continued  up  to  the  present  time.    In 
1900  and  thereafter  the  check-off  is  foimd  in  the  Tennessee 
state  agreements;    in  1901  and  thereafter  in  Kentucky; 
in  1902  and  thereafter  in  Iowa  and  Michigan;  in  1903  in 
West  Virginia  (suspended  in  1906-08);  in  1904  and  there- 
after in  Wyoming;  and  in  1907  and  thereafter  in  Montana. 
The  check-off  is  now  prevalent  in  at  least  fourteen  different 
states.    These   are   Illinois,  Indiana,  Ohio,  Pennsylvania 
(bituminous),  Kentucky,  Tennessee,  Iowa,  Michigan,  Kan- 
sas, Arkansas,  Missouri,  Oklahoma,  Montana,  and  Wyoming. 
The  main  features  of  the  check-off,  as  it  appears  in  its 
most  complete  form,  are  illustrated  by  the  Illinois  agree- 
ment for   1908-10.    The   operators   agree  to   "check-off 
union  dues,  assessments,  and  fines  from  the  miners  and  mine 
laborers,  and  on  proper  individual  or  collective  continuous 
order.    After  the  pit  eicpenses  for  powder,  smithing  and  a 
proper  proportion  of  mining  tools,"   preference  will  be 
given    to   the    "  ordinary    dues    and    assessments."    The 
check-off  is  "  not  to  exceed  $5.00  in  any  one  pay  for  fines 
and  initiation  fees  imless  by  special  agreement."    A  de- 
tailed statement  is  to  be  furnished  by  the  operator  giving 
the  total  amoimt  collected,  also  the  names  of  miners  whose 
dues  have  not  been  collected.    Any  fine  imposed  imder 
the  agreement  may  be  appealed  and  "withheld  by  the 
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operator  "  until  the  matter  has  been  adjusted.  '^  Card  day  " 
(to  be  explained  presently)  is  abolished. 

The  ''  individual  or  collective  continuous  order "  is 
made  out  in  legal  f onn  by  attorneys  representing  the  opera- 
tor and  by  the  union  oflGicials.  The  writer  is  informed, 
however,  on  good  authority,  that  for  the  past  few  years 
in  Illinois,  the  individual  miner  has  not  been  required  to 
sign  an  order.  It  has  been  customary  for  the  union  oflGicials 
at  a  particular  mine  simply  to  hand  in  a  list  of  names  of 
employees  whose  dues  are  to  be  checked  off.  Of  the  thir- 
teen other  states  in  the  list  referred  to  above,  all  but  two, 
Michigan  and  Ohio,  require  by  the  terms  of  agreement 
either  an  individual  or  collective  order,  to  be  given  con- 
tinuously or  on  demand.  In  Western  Pennsylvania  (bitu- 
minous), in  1904,  the  check-off  was  granted  where  approxi- 
mately 80%  of  the  employees  at  a  particular  mine  were 
in  favor  of  this  method  of  collecting  union  dues  and  then 
only  upon  written  individual  order  from  each  employee.^ 

What  advantages,  now,  did  the  operators  secure  by  con- 
ceding the  check-off?  First  of  all,  they  directly  assisted 
the  miners'  union  in  obtaining  fimds  with  which  to  unionize 
non-union  fields.  By  thus  requiring  competitive  opera- 
tors to  enter  into  state  or  interstate  agreements,  they  equa- 
lized conditions.^  Further,  by  refusing  continuance  of  the 
check-off  the  operators  were  able  effectively  to  discipline 
the  union.  A  committee  appointed  at  a  national  conven- 
tion of  coal  operators'  associations  in  1905  recommended 
the  introduction  of  a  provision  in  joint  agreements  to  the 
effect  that  in  case  of  a  local  strike  in  violation  of  contract, 
the  check-off  should  be  suspended  at  a  single  mine,  or  if 
necessary  over  an  entire  district,  for  a  period  of  at  least 

>  ProoMdlnsi  Intentate  Joint  CoDferettoe,  1904,  p.  127. 

*  In  retponw  to  the  operators'  demands  for  tlie  nnionlalnc  of  mine  labor  in  West 
Virginia  the  union  re|»eaentattyes  aaiced  that  they  be  furnished  the  neeeesarjr  funds 
through  the  extension  of  the  eheek-off  in  the  Rttsburgh  field.  'PrnmrnnA^^f^  Interstate 
Joint  Convention,  1901,  pp.  58-4S0.  Proceedings  Interstate  Joint  Convention,  1902. 
p.  62. 
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thirty  days;  and  this  provision  was  subsequently  adopted 
in  modified  form  by  a  national  association  of  operators.^ 

By  granting  the  check-off  the  operators  also  did  away 
with  the  abuse  of  ''  card  day/'  Formerly  on  ''  card  day '' 
a  union  representative  stationed  himself  at  the  shaft  entrance 
of  a  mine  and  required  that  each  miner  produce  his  union 
card  before  going  to  work.  In  this  way  the  union  official 
was  able  to  find  out  whether  an  employee  was  a  member 
of  the  union  or  not,  and  from  the  entries  on  the  card,  whether 
the  member  had  paid  his  dues  in  full.  This  practice,  how- 
ever, might  hinder  the  proper  working  of  the  mine,  for, 
according  to  one  informant,  a  mine  employee  in  Illinois 
who  could  not  give  a  satisfactory  accoimt  of  himself  when 
interviewed  might  be  sent  home  by  the  representative  of 
the  union.  If  the  employee  chanced  to  hold  an  impor- 
tant position  in  the  mine,  carman  for  example,  his  enforced 
absence  from  work  might  seriously  cripple  the  working 
of  the  mine.  Evidently,  if  the  check-off  was  conceded, 
the  union  official  could  at  once  dispense  with  "  card  day." 

To  offset  these  advantages,  the  operators  were  forced  to 
recognise  the  obvious  fact  that,  in  granting  the  check-off, 
they  were  assisting  in  building  up  a  defence  fimd  for  the 
union  to  be  used  in  time  of  strike  or  lock-out,  or,  in  other 
words,  they  were  "  cutting  their  own  throats."  *  The 
force  of  this  objection  may  be  seen  when  it  is  stated  that 
according  to  the  secretary-treasurer's  report  of  the  United 
Mine  Workers  over  $5,900,000  was  paid  out  for  "  aid  " 
by  that  organisation  from  the  years  1900  to  1908  inclusive.' 
Moreover,  the  individual  operator  might  be  sued  for  dam- 
ages by  a  miner  who  wished  to  recover  through  the  courts 

1  Jurti,  Papen  and  AddrewM  on  Labor  PtoUems.  In  1906  the  Indiana  Coal  Qp- 
eraton*  Aasodatton  temporarily  auaponded  the  check-off  througfaoot  the  state  beoauee 
of  an  alleced  megal  atoppafe  of  woric  by  mtncrs  at  a  alnde  mine.  Bureau  of  Labor 
Report,  Indiana,  1907-8,  p.  112.  Prooeedlnia  United  Mine  Workers*  Convention. 
1900,  Tol.  1,  p.  099. 

*  Proceedinga  Intentate  Joint  CoBTentloB,  1902,  p.  87. 

•  Prooeedlnie  United  Mine  Wotken'  CooTentloB.  1909,  p.  93. 
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union  dues  checked  o£f  against  him.^  Finally,  the  opera- 
tors foimd  that  they  were  arbitrarily  restricting  the  supply 
of  labor  by  collecting  a  high  initiation  fee  for  the  union 
through  the  check-off.  With  the  evident  purpose  of  off- 
setting this  tendency  there  is  occasionally  in  state  and  dis- 
trict agreements  a  restriction  of  the  initiation  fee  to  a  uni- 
form rate  of  from  $2.00  to  $10.00.  In  certain  instances, 
however,  the  union  set  the  initiation  fee,  at  least  tempo- 
rarily, as  high  as  $50.00. 

For  the  United  Mine  Workers  the  check-off  brought 
with  it  a  large  increase  in  funds,  which  strengthened  each 
local  body  as  well  as  the  central  organisation.  It  had 
another  and  surprising  result,  and  one  which  the  imion 
leaders  could  scarcely  have  foreseen:  they  obtained  the  aid 
of  the  operators  in  disciplining  members  of  their  own  or- 
ganization. In  the  Illinois  joint  convention  of  1902,  a 
representative  of  the  miners  stated  that  in  many  cases 
local  union  officials  were  imable  to  keep  members  in  line 
and  that  if  the  agreements  were  to  continue  it  would  be  of 
advantage  not  only  to  the  union  but  to  operators  as  well, 
if  the  individual  operator  were  to  check-off  fines  imposed 
upon  organization  members.'  Naturally  enough,  how- 
ever, the  operators  refused  to  go  so  far  as  to  deduct  fines 
for  offences  imposed  contrary  to  the  terms  of  the  joint 
agreements. 

In  spite  of  all  its  advantages  for  the  union,  the  wisdom 
of  the  check-off  system  may  be  criticised  from  the  point 
of  view  of  the  union  itself  in  one  particular.  As  its  opponents 
among  the  operators  declared,  it  was  a  poor  union  member 
who  would  not  make  payments  volimtarily  and  had  to  be 
forced  to  do  so.  Evidently,  however,  the  United  Mine 
Workers  cannot  afford  to  stand  on  sentiment  on  this  point. 
They  have  accepted  the  check-off  as  inevitable  under  pres- 

>  In  one  Inttanoe  an  Indiana  operator  was  sued  by  four  miners  on  this  account 
and  had  to  epend  $500  in  hla  defence.  Proceedings  Interstate  Joint  Convention.  1901, 
p.  111.  In  another  instance,  when  minera  protested  to  the  operator  agalnstt  he  col- 
lection of  uni<»i  dues  through  the  check-off.  the  union  refunded  the  amount  so  collected. 
Proceedings  Interstate  Joint  Convention,  1902,  p.  67. 

•  nUnols  Joint  ConvenUon,  1902.  pp.  226-227. 
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ent  conditions  of  employment  in  the  coal  industry.  The 
miners'  representatives  themselves  have  admitted  the 
difficulty  of  securing  regular  payment  of  dues.  As  is  well 
known,  members  are  inclined  to  contribute  to  the  imion 
only  at  **  strike  time/'  tho  such  a  policy  would  be  fatal  to 
the  life  of  a  national  organisation.  For  example,  the 
members  of  the  United  Mine  Workers,  or  miners  controlled 
by  that  body  in  the  anthracite  fields  of  Pennsylvania, 
numbered  150,000  at  the  close  of  the  anthracite  strike  of 
1902;  by  November,  1904,  this  nimiber  had  dwindled  to 
less  than  40,000.^ 

Moreover,  miners  are  continually  shifting  from  one 
mine  to  another  in  different  parts  of  the  country  and  there 
is  a  continual  influx  of  Southern-European  labor,  which 
is  difficult  to  unionize.  These  facts  must  tend  to  confirm 
the  union  representatives  in  adherence  to  their  present 
policy  of  demanding  the  check-off. 

The  logical  outcome  of  the  check-off  is  the  closed  shop. 
Even  in  its  partial  enforcement  it  tends  to  produce  closed- 
shop  conditions.  It  has  already  been  indicated  how  this 
comes  about;  first  from  the  continued  pressure  brought 
to  bear  on  a  minority  of  non-union  miners  by  the  majority 
of  union  members  at  a  particular  mine,  and,  secondly, 
from  the  continued  favor  shown  toward  union  labor  by  the 
operators  under  the  system  of  joint  agreements.  Under 
these  conditions  non-union  men  may  be  forced  gradually 
to  submit  to  the  check-off  for  union  dues,  as  they  do  to 
wage  deductions  for  other  purposes,  because  it  becomes 
almost  a  condition  of  employment.  Especially  is  this 
true  when  the  operator  no  longer  demands  the  individual 
written  order  for  the  check-off  but  accepts  the  list  of  em- 
ployees' names  given  him  by  the  imion  officials,  thus  remov- 
ing the  single  protection  afforded  non-union  workers. 

Two  effective  arguments  were  used  by  the  miners'  rep- 
resentatives in  the  convention  of  the  Central  district 
in  favor  of  enforcing  the  check-off  upon  all  employees 
eligible  to  membership  in  the  United  Mine  Workers,  and 

1  F.  J.  Wains,  TIm  OoUook,  Deo.  16, 190S. 
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for  the  resulting  clcNsed-shop  conditions.  One  was  that 
under  the  terms  of  the  state  agreements  their  organisation 
was  obliged  to  become  responsible  practically  for  the  con- 
duct of  every  miner  and  mine  employee  working  under 
such  agreements.^  Moreover,  they  declared,  all  miners, 
whether  union  or  non-union,  who  were  working  under  joint 
agreements,  were  benefited  thereby  and  should  pay  a  fair 
share  of  the  expense  necessary  for  their  maintenance  by 
contributing  union  dues.*  This  latter  argument  is  very 
similar  to  one  used  by  Judge  Gray  in  his  decision  confirming 
the  action  of  the  Anthracite  Board  of  Conciliation  regard- 
ing the  payment  of  the  check-weighman's  salary.  Judge 
Gray  held  in  effect  that,  since  all  the  miners  at  a  particular 
mine  profited  by  the  check-weighman's  services,  the  minor- 
ity of  miners  should  submit  to  the  will  of  the  majority 
and  should  also  pay  their  share  of  that  official's  salary.' 

To  what  extent  do  we  in  fact  find  the  closed  shop  in  the 
coal-mining  industry  7  There  is  evidence  to  show  that  it 
exists  in  Illinois  and  that  there  is  an  approximation  to  it 
in  at  least  two  other  states,  Indiana  and  Ohio.  As  r^^ards 
Illinois,  we  have  the  statement  of  Mr.  Justi,  in  1903,  that, 
with  the  exception  of  one  mining  property,  there  was  "  not 
a  single  non-union  miner  or  mine  laborer  "  in  that  state.^ 
At  the  present  time  we  leam  on  good  authority  that  altho 
the  closed  shop  has  not  been  conceded  to  the  miners  by 
actual  terms  of  contract  in  Illinois,  the  question  has  been 
settled  practically  in  favor  of  the  miners.  In  fact,  the 
Illinois  Operators'  Association  is  now  trying  to  secure  the 
closed  shop  *'  on  the  other  end,"  that  is,  to  obtain  an  agree- 
ment with  the  United  Mine  Workers,  under  the  terms  of 

>  Prooeedlncs  InteraUte  Joint  Convention,  1902,  p.  56. 
s  Prooeedlnci  Interstate  Joint  ConyenUon,  1004,  p.  138. 

•  SorMiton  Tribune,  Sept.  27,  1904. 

*  Mr.  Justl  aleo  mid,  in  maklnc  the  above  statement ,  that  doeed-ehop  oonditiont 
eilsted  in  Illlnole  as  a  consequence  of  the  union  rules  oi  4>prentice8hip,  which  required 
the  miner's  preliminary  serviee  at  the  mine  for  a  term  of  at  least  four  shears.  Thim, 
however,  does  not  invalidate  the  statements  made  as  to  the  general  influence  of  the 
check-off  in  bringing  about  the  closed  shop.  Proceedings  Interstate  Joint  Conven- 
tion, 1903,  p.  80. 
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which  that  organusation  shall  effectively  prohibit  its  mem- 
bers from  securing  employment  with  the  few  small  operators 
in  the  state  who  have  not  yet  joined  the  coal  operators' 
association.  In  addition  the  writer  was  informed  that 
if  non-union  labor  were  introduced  at  present  in  mines  in 
Indiana  and  Ohio,  union  miners  would  at  once  go  on  strike. 
An  Indiana  operator  also  declared  in  1906  that  the  United 
Mine  Workers  had  a  tadt  understanding  with  the  opera- 
tors of  that  state  that  non-union  labor  should  not  be  em- 
ployed in  the  mines.^ 

It  appears,  then,  that  the  check-off  was  advocated  under 
circumstances  peculiar  to  the  coal-mining  industry  and  that 
as  its  adoption  spread  with  the  growth  of  the  jdnt  agree- 
ment system  between  miners  and  operators  in  bituminous 
coal  producing  states,  it  assisted  quasi-automatically  as  a 
"union  organiser"  toward  bringing  about  closed-shop 
conditions.  Probably  its  greatest  significance  to  the  United 
Mine  Workers  lies  in  the  fact  that  when  operated  under 
the  terms  most  favorable  to  the  union,  as  in  Illinois,  it  is  a 
factor  of  the  first  importance  in  obviating  the  necessity  of 
a  formal  demand  for  the  closed  shop. 

F.  A.  King. 

>  Prooeedlnsi  Intentoie  Joint  Conwntton,  1906,  p.  190. 
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THE  RSGIE  INT6RESS6E  DU  OAZ  AT  PARIS 

The  exclusive  monopoly  granted  in  1855  to  the  Paris 
Gas  Company  expired  at  the  end  of  the  year  1905.  The 
fifty-year  franchise  had  proved  defective  in  several  respects, 
and  during  the  latter  part  of  the  concession  the  relations  be- 
tween the  company  and  the  mimicipality  had  been  strained. 
Opposition  in  the  municipal  council  to  further  private  mo- 
nopoly of  the  gas  supply  was  sufficiently  strong  to  prevent 
the  issue  of  a  new  franchise  to  the  old  or  any  other  gas 
company.  Political  conditions  in  the  French  parliament 
prevented  the  adoption  of  a  poUcy  of  municipal  owner- 
ship and  operation,  or,  as  the  French  would  say,  rigie  directe. 
The  result  was  the  adoption  of  a  peculiar  compromise,  to 
which  the  French  give  the  name  of  r^gie  inUr^sie. 

This  compromise  vests  the  title  to  the  gas  plant  in  the 
municipality.  The  operation  of  the  plant,  together  with 
an  interest  in  the  profits,  is  confided  to  a  general  operator 
or  rigisseur.  Yet  the  arrangement  cannot  accurately  be 
described  as  a  lease.  The  municipality  not  only  has  pre- 
scribed in  advance  a  schedule  of  rates  and  a  procedure  for 
the  division  of  profits  but  also  has  retained  the  power  to 
alter  the  rates,  as  well  as  the  scale  of  wages  and  general 
conditions  of  emplo3ment.  The  discretionary  authority 
of  the  rigisseur  is  so  restricted,  and  the  procedure  for  the 
division  of  profits  so  peculiar,  that  the  arrangement  par- 
takes less  of  the  nature  of  a  lease  than  of  direct  municipal 
operation.  Indeed  the  rigisseur  may  be  regarded  as  a 
public  business  manager,  employed  under  a  profit-sharing 
plan,  designed  to  afford  him  an  incentive  to  the  exercise 
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of  the  same  personal  initiative  as  under  private  ownership. 
The  circumstance  that  the  arrangement  was  satisfactory 
to  the  opponents  of  direct  municipal  operation  indicates 
at  least  that  it  apparently  preserved  the  reputed  advan- 
tages of  private  enterprise  in  the  supply  of  gas. 

This  plan  is  sufficiently  interesting  to  merit  more  de- 
tailed notice.  By  its  terms  the  management  of  the  gas 
service  in  Paris  was  to  be  entrusted  for  a  period  of  twenty 
years  to  the  most  favorable  bidder.  This  personage  was 
to  organize  a  company  and  raise  a  working  capital  of  thirty 
million  francs.  Five  millions  of  this  should  be  deposited 
with  the  municipality  as  security  for  the  fulfilment  by  the 
company  of  its  obligations.  All  additional  capital  should 
be  raised  as  required  by  the  municipality  itself.  The 
operating  company  should  defray  all  operating  expenses, 
maintenance  charges,  and  taxes  out  of  the  proceeds  of  the 
sale  of  gas.  Eventual  differences  of  opinion  as  to  which 
items  should  be  charged  to  operating  expenses,  and  which 
to  the  capital  account,  should  be  determined  by  the  prefect 
after  a  hearing  at  which  both  parties,  that  is,  the  company 
and  the  municipality,  should  be  represented.  Elaborate 
provisions  were  made  to  avoid  any  such  misunderstandings 
at  the  conmiencement  of  operations,  or  subsequently. 
The  price  of  gas  was  fixed  at  the  beginning  at  15  centimes 
per  cubic  metre  for  gas  consumed  for  municipal  purposes 
(the  same  price  as  that  established  in  1855),  and  at  20 
centimes  for  other  gas  (two-thirds  of  the  price  established 
for  private  consumers  in  1855).  This  price  should  be 
reduced  by  not  less  than  one-half  of  one  centime  per  cubic 
metre  whenever  it  should  appear  that  the  share  of  the 
profits  accruing  to  the  city  from  the  operations  of  the  pre- 
ceding year  would  have  been  more  than  twenty  million 
francs,  had  the  reduced  rate  been  in  effect  throughout  that 
year.  How  this  share  of  the  profits  should  be  computed 
wiU  be  explained  directly. 

Before  the  operating  company  might  lay  claim  to  any 
profits,  it  must  first  provide  (a)  for  the  interest  and  amorti- 
sation of  the  loans  made  by  the  municipality  for  the  pur- 
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poee  of  reducing  the  price  of  gas  in  1903  and  of  acquiring 
the  gas  company's  equity  in  its  plant  in  1906;  (b)  for  the 
interest  and  amortisation  of  any  additional  loans  that 
might  be  made  to  finance  the  future  expansion  of  the  gas 
system;  (c)  a  sum  sufficient  to  bring  the  return  on  the  five 
millions  of  securities  deposited  by  the  company  with  the 
municipality  up  to  five  per  cent;  and  (d)  a  sum  equal  to 
one-twentieth  of  the  profits  of  the  operating  company,  to 
be  set  apart  as  a  reserve.  The  surplus  recdpts,  or  net 
income,  should  then  be  divided  between  the  company  and 
the  municipality  in  the  following  manner:  —  first,  the 
company  should  receive  a  sum  sufficient  to  pay  five  per 
cent  on  that  part  of  its  capital  not  deposited  in  the  form  of 
securities  with  the  municipality.  This  sum,  however, 
would  be  diminished,  if  the  company  should  fail  to  supply 
gas  of  standard  purity,  pressure,  and  illuminating  and 
heating  power,  or  fail  in  certain  other  respects  properiy 
to  fulfil  its  obligations  towards  the  municipality.  Secondly, 
whenever  the  conditions  for  the  reduction  of  the  price  of 
gas  should  be  fulfilled,  even  if  the  city  should  not  choose 
to  take  advantage  of  that  fact  and  demand  a  reduction  of 
the  price,  the  company  should  receive  a  supplementary 
sum  of  150,000  francs  per  annum  thereafter  until  the  end 
of  its  term,  nor  might  such  supplementary  sums  be  there- 
after diminished  if  the  share  of  the  profits  accruing  to  the 
city  should  for  any  cause  fall  below  twenty  million  francs, 
unless  it  should  fall  below  sixteen  million  francs.  In  that 
event,  all  supplementary  payments  to  the  company  must 
be  suppressed.  If  the  net  income  of  the  city  from  the  gas 
service  should  fall  below  fourteen  million  francs,  the  return 
to  the  operating  company  upon  its  capital  must  be  reduced 
from  five  to  four  per  cent.  Thirdly,  the  rest  of  the  receipts 
of  the  company,  after  the  preceding  payments  have  been 
made,  must  be  paid  to  the  municipsJity  as  its  share  of  the 
profits.  Finally,  the  city  reserved  the  right  to  denounce 
the  arrangement  at  certain  specified  dates  before  its  expi- 
ration upon  payment  of  a  stipulated  indemnity  to  the 
company. 
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Apparently  all  poeeible  contingencies  were  anticipated 
and  provided  against.  The  arrangements  for  the  sharing 
of  profits  and  the  reduction  of  rates  are  certainly  ingenious. 
Yet  no  ingenuity  can  anticipate  the  unpredictable.  If  the 
unexpected  should  happen,  the  city  has  in  reserve  one 
drastic  means  of  protection  in  its  power  of  repurchase. 
That  the  arrangement  was  satisfactory  to  investors  is 
attested  by  the  fact  that  no  less  than  thirteen  bids  were 
received  from  prospective  rigis^eurs.  The  successful  bidder 
obtained  from  the  municipality  an  assurance  that  any 
additional  charges  which  might  arise  through  the  increase 
of  wages  or  improvement  of  the  conditions  of  employment 
would  be  met  by  the  city  itself.  This  bidder  was  selected 
from  among  five  who  submitted  equally  favorable  bids  by 
the  device  of  requiring  each  to  send  in  a  sealed  proposal 
offering  to  relinquish  a  percentage  of  the  supplementary 
profits  to  be  earned  by  eventual  reductions  in  the  price  of 
gas.  The  competitor  consenting  to  relinquish  the  largest 
percentage  was  awarded  the  prize. 

This  arrangement  was  the  cuhnination  of  a  long  experience 
with  public  service  corporations  on  the  part  of  the  municipal 
authorities  of  Paris.  They  were  among  the  first  deliber- 
ately to  choose  the  policy  of  regulated  private  monopoly  in 
such  bufflnesses  as  the  supply  of  gas,  and  under  Napoleon 
the  Third  special  limited  franchises  were  granted  to  the 
leading  public  service  corporations  of  Paris,  providing  for 
the  most  effective  control  that  his  skilled  prefects  could 
devise.  The  French  have  been  reluctant  to  abandon  this 
policy  of  controlling  monopolistic  corporations  through 
the  instrumentality  of  special  limited  franchises,  yet  the 
necessity  of  more  effective  control  has  forced  the  develop- 
ment of  the  gas  franchise  into  this  peculiar  form  of  a  rSgie 
inUresaie.  This  probably  illustrates  the  kind  of  arrange- 
ment that  any  municipality  is  likely  eventually  to  reach, 
which  refuses  to  accept  a  policy  of  direct  municipal  opera- 
tion, or  of  effective  control  through  a  public  service  com- 
mission. The  disadvantages  of  the  rigie  inUressie  as  a 
mode  of  control  are  obvious.    That  it  possesses  any  com- 
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pensating  advantages  over  the  alternatives  of  municipal 
ownership  and  direct  municipal  operation  or  regulation 
by  a  conmiission  remains  to  be  demonstrated.  The  chief 
mgnificance  of  the  arrangement  lies  in  the  evidence  it  af- 
fords of  the  failure  of  the  policy  of  control  through  limited 
franchises. 

A.    N.    HOLCOMBE. 
Haryabd  Uniyebsitt. 


PROGRESS  OF  THE  AUTOMATIC  LOOM 

Among  the  recent  inventions  of  cotton-mill  machinery 
none  is  more  significant  than  the  automatic  loom.  In  spite 
of  the  scepticism  still  shown  in  certain  quarters,  the  day  for 
the  general  acceptance  of  some  type  of  automatic  loom  for 
weaving  cotton  cloth  appears  to  be  close  at  hand.  An  auto- 
matic loom,  it  may  be  explained,  is  one  in  which  the  shuttle, 
which  carries  the  weft  or  thread  crosswise  of  the  cloth,  is 
either  automatically  replenished  or  automatically  replaced, 
without  assistance  from  the  weaver  or  stoppage  of  the 
machine.  It  thus  becomes  possible  for  a  loom,  barring 
accidents,  to  run  continuously,  instead  of  being  brought  to  a 
standstill  each  time  the  thread  on  the  bobbin  in  the  shuttle  is 
exhausted.  In  the  ordinary  loom,  a  fresh  bobbin  must  be 
supplied  every  seven  or  eight  minutes;  hence  stops  are 
frequent.  In  the  following  paragraphs  the  recent  progress  of 
automatic  looms  is  outlined  and  points  of  interest  to 
economists  are  indicated. 

The  history  of  automatic  looms  centers  around  the  North- 
rop invention  developed  by  the  Draper  Company  of  Hope- 
dale,  Massachusetts.  The  Northrop  loom,  as  offered  to  the 
trade  in  1894,  was  the  result  of  the  efforts  of  five  inventors, 
deliberately  applied  for  fifteen  years  to  the  task  of  rendering 
practical  the  ideas  brought  to  this  country  by  Northrop. 
It  has  been  described  in  a  previous  article;^  hence  it  is  not 

>  M.  T.  Copelftiid,  Teohnioal  Devdopment  In  Cotton  Manufaoturlni  ilnoe  1860, 
Quarterly  Journal  of  EoonomloB,  Noyembar,  1909. 
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necessary  to  repeat  the  details.  Suffice  it  to  say  that  by 
January  1, 1911,  approximately  200,000  Northrop  looms  had 
been  installed  in  over  three  hundred  American  cotton  mills^ 
and  several  thousand  in  European  mills.  One  other  Amer- 
ican automatic  loom  has  secured  acceptance  on  a  limited 
scale;  still  others  are  on  trial. 

In  Europe  the  appearance  of  the  Northrop  machine  has 
roused  widespread  interest,  but  its  high  price  has  caused 
many  manufacturers  to  seek  a  cheaper  substitute.  The 
extensiveness  of  these  researches  is  indicated  by  the  fact 
that  during  the  past  year  no  less  than  eight  types  of  auto- 
matic looms,  all  of  domestic  manufacture,  have  been  seen 
by  the  writer  in  European  cotton  mills.'  This  probably 
does  not  exhaust  the  Ust,  since  several  of  the  looms  were  in 
use  only  by  the  manufacturers  who  had  invented  them, 
and  it  is  reasonable  to  suppose  that  other  experiments  are 
being  carried  on  semi-secretly  in  mills  not  visited.  It 
seems  to  be  the  consensus  of  opinion  that  the  Northrop  loom 
is  the  best,  altho  a  few  of  its  competitors  are  said  to 
possess  certain  points  of  superiority.' 

All  these  looms,  however,  are  suitable  for  weaving  only 
plain  cloth  and  fabrics  with  stripes  or  figures  formed  by  man- 
ipulation of  the  warp  threads.  It  has  been  a  more  serious 
problem  to  devise  a  means  for  automatically  supplying 
weft  to  a  drop-box  loom,  which  uses  filling  of  several  colors. 
A  drop-box  loom  has  two  or  more  shuttle  boxes,  according 
to  the  number  of  colors  of  weft  yam.  The  boxes  are  placed 
vertically,  one  above  the  other,  and  their  movement  is  made 
to  conform  to  the  details  of  the  pattern  which  is  being  woven. 

1  DaU  f urnlakwd  by  Uie  Draper  Company. 


s  Time  were  BngUih,  three  German,  and  two  IVenoh.  Still  another  automatio 
loom,  of  SwiM  origin,  la  mentioned  by  Mr.  Beaso,  Cotton  Industry  In  Swltaerland  and 
Italy,  p.  88. 

I  The  i^^^K'^o  broui^t  out  two  years  ago  by  the  Eliiisilsffhe  Maschlnenbau  Ge- 
sellsohaf t,  Malhausan,  for  example,  has  a  new  form  of  macaalne  from  whleh  the  ahattle 
is  filled.  It  la  so  plaoed  at  the  end  of  the  loom  that  it  does  not  obstmot  ths  wearer's 
▼lew.  MoreoTsr,  It  is  detaehable  so  that  it  oan  be  taken  off  to  be  mechanically  refilled 
by  a  hoy  or  glil.  The  weaver  Is  thus  rellered  of  all  work  even  In  replenlshlnc  the 
macaslne  and  ean  tend  more  looms. 
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The  best  known  cloths  woven  upon  drop-box  looms  are  checks 
and  ginghams.  Some  of  these  fabrics  have  very  narrow 
weft  stripes;  hence  the  failure  to  change  shuttles  at  exactly 
the  proper  moment,  the  passage  of  an  ^npty  shuttle,  or 
the  insertion  of  a  thread  of  the  wrong  color  would  produce 
a  noticeable  and  serious  fault.  These  stringent  require- 
ments and  the  multiplicity  of  shuttle  boxes  were  obstacles 
in  the  path  of  an  automatic  drop-box  loom.  Nevertheless, 
the  difficulties  have  been  overcome. 

In  1895,  immediately  after  the  appearance  of  the  North- 
rop loom,  Crompton  and  Ejiowles,  loom  manufacturers 
of  Worcester,  Massachusetts,  began  to  experiment  with 
automatic  gingham  looms.  The  first  patent  was  taken  out 
by  Charles  Crompton  and  Horace  W3rman,  and  in  1905  a 
few  such  machines  were  placed  in  operation.  During  the 
following  five  years  continual  refinement  and  alteration 
materially  improved  this  loom,  which  is  adapted  to  the  use 
of  ''filling  of  different  colors  inserted  at  predetermined  inter- 
vals, and  equipped  with  the  necessary  detector  and  safety 
devices  to  admit  of  weaving  practically  perfect  goods.''^ 

The  first  examples  of  these  automatic  drop-box  looms 
were  equipped  with  circular  revolving  magazines,  from 
which  the  bobbins  were  supplied  to  the  shuttles  and  in  which 
the  bobbins  were  arranged  in  such  an  order  that  the  machines 
always  took  yam  of  the  proper  color.  This  form  of  magazine 
has  been  discarded,  however,  in  favor  of  a  vertical  stationary 
magazine  provided  with  a  separate  section  for  each  ccdor  of 
weft  yam.  Similarly,  the  orig^al  electrical  detector  has 
been  largely  supplanted  by  a  mechanical  detector  which 
feels  the  amount  of  thread  on  the  bobbin  at  each  passage  of 
the  shuttle.  When  the  bobbin  is  nearly  depleted  another  of 
the  same  color  is  automatically  selected  from  the  magazine. 
Yet  it  cannot  always  be  immediately  introduced  into  the 
shuttle,  since  the  pattern  may  demand  the  shuttle  from 
another  box  for  the  next  pick.  Consequently  the  selected 
bobbin  is  held  in  suspense  until  the  shuttle  for  which  it  is 
intended  again  comes  into  action.      The  parts  work  in 

^  Quoted  from  a  drouUr  Issued  by  the  rompuny. 


NOTES  AND  MEMORANDA  749 

unison,  so  that  a  fresh  bobbin  cannot  be  placed  in  the  wrong 
shuttle.  Several  of  the  patents  of  the  Northrop  loom  were 
utilised  for  the  new  gingham  loom,  and  great  credit  is  due 
to  that  pioneer  work.  On  the  other  hand,  the  conquering 
of  the  difficulties  peculiar  to  an  automatic  drop-box  loom 
is  an  achievement  of  the  first  order. 

The  automatic  gingham  loom  runs  at  least  as  fast  as  the 
ordinary  loom  employed  for  similar  work,  namely,  165 
picks  per  minute,  and  occasionally  exceeds  that  speed  by 
five  picks  per  minute.  Therefore  there  is  no  loss  in  that 
direction.  Moreover,  the  automatic  loom  is  more  constantly 
in  operation,  inasmuch  as  it  does  not  stop  each  time  a 
bobbin  is  empty.  Thus  there  is  a  closer  approach  to  the 
highest  possible  productivity.  Of  even  more  importance, 
particularly  to  American  manufacturers,  is  the  reduction  in 
the  amount  of  attendance  required.  In  this  country  a 
weaver  usually  tends  six  ordinary  drop-box  looms.  With  the 
automatic  loom  the  number  is  at  least  doubled  and  in  some 
instances  reaches  sixteen  per  weaver.  Altho  a  recent 
innovation,  one  mill  already  has  two  thousand  of  the  new 
looms  at  work  and  several  other  manufacturers  have  ven- 
tured to  try  them. 

With  the  introduction  of  the  Crompton  and  Knowles 
loom,  one  may  prophesy  that  eventually  all  types  of  loom 
employed  in  cotton  mills  will  be  provided  with  automatic 
weft-changing  devices.  The  history  of  the  power  loom  in 
the  nineteenth  century  is  being  repeated  by  the  automatic 
loom  in  the  twentieth  century. 

For  the  economist  the  history  of  the  automatic  loom  illus- 
trates several  principles.  In  the  first  place  it  shows  the 
e£Forts  to  relieve  pressure  at  the  point  in  a  cotton  mill  where 
the  expense  for  labor  has  been  highest.  The  readjustment  of 
piece  rates  has  reduced  by  one  half  the  labor  cost  of  weaving. 
The  improvements  in  the  mule,  the  ring  frame,  and  the  pre- 
paratory machines  had  already  cut  down  the  expense  for 
labor  in  those  departments,  thus  making  the  outlay  for 
labor  in  the  weaving  department  more  conspicuous,  until 
that  too  was  diminished  by  the  automatic  loom.    In  the 
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second  place,  the  flexibility  of  demand  and  the  limits  to 
monopoly  power  are  indicated  by  the  attempts  to  find  a 
substitute  for  the  Northrop  loom.  The  ownership  of  the 
Northrop  patents  brings  about  a  monopoly  and  the  price 
of  the  machine  is  high.^  Hence  the  European  manufac- 
turers are  seeking  a  less  expensive  substitute.  Thirdly, 
the  use  of  the  automatic  loom  will  very  likely  cause  greater 
standardization  and  specialization  in  weaving  mills,  since 
it  is  not  economically  advantageous  to  employ  a  weaver 
upon  looms  weaving  several  patterns.  Hitherto,  in  fact, 
the  introduction  of  the  Northrop  loom  into  Europe  has 
been  retarded  by  the  practice  among  the  European  manu- 
facturers of  accepting  so  many  relatively  small  orders  that 
it  is  frequently  impossible  to  avoid  employing  one  Northrop 
loom  weaver  upon  fabrics  of  several  designs.  The  advan- 
tages attendant  upon  a  more  extensive  use  of  the  automatic 
loom,  therefore,  will  foster  standardization  and  specializa- 
tion. Finally,  the  history  of  automatic  looms  tends  to  dis- 
prove the  theory  that  inventions  are  sporadic  products. 
All  the  advances  in  automatic  looms  have  been  the  results 
of  prolonged  efforts  consciously  directed  toward  a  specific 
end.  The  possibility  of  automatic  looms  had  been  broached 
prior  to  1880,  but  it  was  not  till  the  need  became  acute  that 
the  task  was  undertaken  in  an  effective  manner.  That 
these  contributions  have  been  made  by  Americans  is  largdy 
due  to  the  greater  premium  which  our  higher  wages  have 
placed  upon  labor-saving  devices. 

Melvin  T.  Copeland. 

Habvabd  Univkbsitt. 

^  Thto(rt>temetttdo68  not  B8oeMirtlytm|Jytlmttl»  price  to  Mgfaer  than  to  w^^ 
by  the  ezpenae  and  ritk  of  the  lone  period  of  experimentation. 
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THE   GERMAN    INCREMENT  TAX   LAW  OF 

FEBRUARY  14,   1911* 

Sbc.  1.  When  the  title  to  paroek  of  land  lying  within  the  country 
shall  be  tranaferred,  a  tax  shall  be  levied  upon  that  increase  in  the 
value  of  the  land  which  has  arisen  without  the  proprietor's  having 
contributed  thereto. 

If  the  selling  price  of  the  land,  or  the  total  value  of  the  land,  in  case 
only  a  part  of  the  land  is  sold,  shall  not  exceed,  for  improved  property 
20,000  marks,  and  for  unimproved  property  5000  marks,  the  transfer 
shall  not  be  subject  to  the  tax.  Unimproved  land  shall  include  also 
land  upon  which  there  are  gardenhouses,  sheds,  lumber  and  coal  yards, 
and  similar  structures  serving  temporary  purposes.  Exemption  from 
the  tax  shall  hold  only  if  the  seller  and  his  spouse  have  not  in  the 
previous  year  had  an  income  of  more  than  2000  marks,  and  if  neither 
of  them  is  engaged  in  real  estate  operations  as  a  business.  If  it  shall 
appear  that  the  sale  has  taken  place  on  behalf  of  a  third  person,  then 
exemption  from  the  tax  shall  be  granted  only  if  the  conditions  for 
exemption  apply  also  to  the  third  person. 

Sic.  2.  The  provisions  of  this  law  concerning  real  property  shall 
apply  to  rights  and  claims  to  which  the  provisions  of  the  dvil  code, 
applicable  to  real  property,  apply;  but  shares  in  mining  property 
having  the  character  of  realty  shall  be  exempt.* 

Sbc.  3.  Of  the  same  sort  with  the  transfer  of  property  in  land  is 
heki  to  be  the  transfer  of  rights  in  the  property  of  partnerships  and 
association,*  .  .  .  so  far  as  the  property  is  composed  of  land,  if  either 
the  utilisation  of  the  land  is  one  of  the  objects  of  the  enterprise  or  if 
the  association  is  created  in  order  to  evade  the  increment  tax. 

>  Tmndated  by  Dr.  R.  F.  Foenter. 

With  the  text  of  the  Qennan  Aot  eompftrison  may  be  made  with  the  eoneapoDdlng 
proTlaloiis  In  the  Brttleh  Blnanoe  Aet  of  1901K10,  whieh  Impoees  taxes  on  Increment 
valueflaaweQ  aeon  undeveloped  land  and  on  mineral  rtsfate.  The  text  of  the  Biltlah 
Aet  being  eomparatl'vely  easy  of  aeoeae  to  American  students,  It  has  not  been  thought 
neeesMtiy  to  print  that  also.  A  oonTenlent  edition  U  TJks  {1909-10)  Ftnanoe  Aet^  **TKe 
Budo^"  with  Introduction  and  notes  by  W.  H.  Aggs ;  London,  Sweet  A  Maxwell, 
1910. 

*  This  provMon  rctes  to  certain  forms  of  mining  property,  remnants  of  ancient 
methods  In  the  exploitation  of  mines. 

*  The  ▼arious  kinds  of  partnsrshlps  and  asMciatlons  are  enumerated  In  this  seetton. 
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Sbc.  4.  The  obligation  to  pay  a  tax  shall  be  established  by  the 
registration  of  the  change  of  legal  title  in  the  registry  of  deeds  [Grund^ 
huch]f  or  if  registration  shall  not  be  neoessary  to  the  conveyance,  by 
whatever  action  effects  the  change  of  legal  title. 

So  far  as  the  system  of  title  registry  shall  not  yet  be  in  full  open,taoa, 
record  of  the  transfer  in  public  books  shaU  take  its  place. 

Skc.  5.  If  the  actual  change  of  ownership  shall  not  take  place 
within  one  year  alter  the  conclusion  of  the  transaction  calling  for  a 
transfer  of  ownership,  then  the  increment  tax  shall  be  levied  as  a  con- 
sequence of  the  transaction;  and  in  case  several  transactions  of  this 
kind  shall  have  been  effected  within  the  one-year  period,  the  tax  shall 
be  levied  as  a  consequence  of  the  last  transaction. 

The  obligation  to  pay  the  tax  conformably  to  paragraph  1,  shall 
begin  with  the  lapse  of  one  year  after  the  conclusion  <tf  the  sdling 
transaction;  the  assessment  of  the  tax  shaU  have  reference  to  the 
date  on  which  the  legal  transaction,  or  in  the  case  of  a  series  of  legal 
transactions  the  last  of  these,  was  concluded. 

The  following  shall  also  be  considered  as  legal  transactions  in  the 
sense  of  paragraph  1 :  — 

1.  the  transfer,  by  sale,  of  the  rights  of  those  who  have  acquired 

land; 

2.  the  transfer  of  rights  through  offers  binding  on  the  sdler; 

likewise  through  contracts  by  which  the  seller  only  is  obli- 
gated to  conclude  a  sale; 

3.  subsequent  declaration  by  a  purchaser,  who  has  received  a 

title  in  a  transaction  of  sale,  that  he  has  acquired  the  title 
for  a  third  person,  or  has  assumed  the  obligations  of  a  third 
person; 

4.  the  relinquishment  of  rights  by  the  highest  bidder  in  an  auction, 

and  his  declaration  that  he  has  bid  on  behalf  of  another 
person; 

5.  Ic^  transactions  by  which  a  person  is  empowered  to  sell  upon 

his  own  account  a  piece  of  Lmd  entire  or  in  part. 

Sbc.  6.  Taxation  shaU  not  be  precluded  by  the  fact  that  a  tran- 
saction, taxable  according  to  this  law,  shaU  be  concealed  under  another 
legal  transaction;  especially  not  by  the  fact  that,  in  lieu  of  the  transfer 
of  property,  a  legal  procedure  shall  take  place  making  it  possible  for 
a  person  without  transfer  of  property,  to  deal  with  a  piece  <tf  land  as 
an  owner  would. 

Sbc.  7.  The  increment  tax  shall  not  be  collected:  — 

1.  in  the  case  of  acquisition  through  death  in  the  sense  of  sections 

1  to  4  of  the  Inheritance  Tax  Law,  and  in  the  case  of  ac- 
quisition by  gift  among  the  living  in  the  sense  of  section  55 
of  the  Inheritance  Tax  Law,  so  far  as  the  form  of  gift  is  not 
expressly  chosen  to  avoid  the  increment  tax; 

2.  in  the  case  of  the  establishment,  alteration,  continuation, 

and  dissolution  of  the  joint  property  ai  married  penons; 
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8.  in  the  case  of  acquiaition  Uiroush  oontracta  concluded  between 
co-hein  or  sharen  of  a  marital  or  inherited  joint  property 
for  the  purpoee  of  a  partition  of  the  objects  compoaing  a 
legacy  or  a  joint  estate;  likewise  in  the  case  of  acquisition 
by  purchase  at  auction,  when  that  method  shall  be  resorted 
to  in  the  cases  above  named  to  give  a  title  to  a  co-heir  or  a 
sharer; 

4.  in  the  case  of  acquisition  by  descendants  from  parents,  grand- 

parents, and  more  distant  progenitors; 

5.  in  the  case  of  acquisition  by  a  company  composed  exclusively 

of  the  seller  and  his  descendants,  or  of  the  latter  alone,  and 
organized  according  to  the  civil  code,  or  an  association  of 
the  kind  specified  in  section  3.  The  obligation  to  pay  a 
tax  shall  arise  if  subsequently  the  company  is  made  to 
include  a  member  who  is  not  a  descendant  of  the  seller; 

6.  in  the  case  of  acquisition  of  inherited  property  in  a  company 

composed  exclusively  of  co-heirs  and  oigamied  in  accord- 
ance with  4he  civil  code,  or  in  an  association  of  the  kind 
specified  in  section  3  (the  provision  of  clause  5,  sentence  2, 
shall  apply); 

7.  in  the  case  of  exchange  of  parcels  of  land  situated  within  the 

countiy  for  the  purposes  of  rearrangement  in  larger  units 
[Zuaamimerdegung],  of  the  regulation  of  boundaries,  or  of 
the  better  configuration  of  cultivable  areas  [UnUegung], 
likewise  in  the  case  of  the  liquidation  of  rights  to  forest 
lands,  when  these  measures  rest  on  the  demand  of  a  public 
authority  or  are  approved  by  such  an  authority; 

8.  in  the  case  of  the  exchange  of  parts  of  fields  between  adjoining 

mines,  and  in  the  case  of  the  merger  of  two  or  more  mines 
for  the  purpose  of  their  better  exploitation,  in  so  far  as 
exchange  or  merger  shall  not  be  effected  for  the  purpose  of 
the  evasion  of  the  tax. 

A  surviving  spouse  who  must  share  a  joint  property  with  the  heirs 
of  the  deceased  spouse  shall  be  accounted  a  co-heir  in  the  sense  of 
numbers  3  and  6. 

Sbg.  8.  The  taxable  increment  shall  consist  of  the  differance  be- 
tween the  purdiase  price  and  the  selling  price. 

The  price  shall  be  determined  according  to  the  total  amount  of  the 
consideration,  including  whatever  obligations  shall  be  assumed  by  the 
purchaser  or  shall  faU  to  him  in  consequence  of  the  sale,  and  including 
the  usufructs  reserved  by  the  sdler  or  appurtenant  to  the  land;  and 
in  the  case  of  contracts  for  services  to  be  accepted  toward  pajrment, 
the  price  shall  include  the  vahie  at  which  the  stipulated  services  shall 
berated. 

If  one  of  the  parties  to  the  contract  shall  be  given  an  option  or 
authorisation  to  specify  within  a  given  time  the  amount  of  the  con- 
sideration, then  the  posable  highest  amount  of  the  oonsideratiim  shall 
gauge  the  amount  of  the  tax. 
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Sec.  9.  In  the  case  of  a  transfer  seeured  at  auction  the  price  shall 
be  held  to  equal  the  amount  of  the  highest  bid,  through  which  the 
purchase  shall  be  effected,  and  there  shall  be  added  the  obligations 
taken  over  by  the  purchaser.  In  case  the  highest  bidder  relinquishes 
his  rights  and  declares  that  he  has  bid  for  another,  then  the  value  of 
the  consideration,  if  higher  than  the  hi^iest  bid,  shall  take  the  place 
of  the  highest  bid. 

Sec.  10.  From  the  price  shall  be  deducted  the  amount  of  the  en- 
cumbrances assumed  by  the  seller,  of  the  machine  equipment,  including 
any  which  may  be  fixtures  on  the  property,  and  further  the  amount 
of  the  growing  crops. 

Sec.  11.  If  a  price  shall  not  have  been  agreed  upon  or  cannot  be 
ascertained,  then  the  value  of  the  land  shall  be  substituted  for  it. 

The  same  shall  hold  when  there  shall  go  with  the  land  one  of  the 
authorisations  q>ecified  in  section  2,  or  a  right  to  usufruct,  to  whose 
removal  the  seller  is  not  obligated,  and  whoi  at  the  same  time  the 
value  of  the  land  shall  exceed  the  amount  of  the  csnsideration.  When, 
in  order  to  evade  the  tax,  the  parties  shall  disguise  a  part  of  the  com- 
pensation in  the  form  of  a  oonunission  fee,  or  shall  charge,  upon  a 
postponed  payment  of  the  price,  a  rate  of  interest  exceeding  the  usual 
rate,  or  shall  otherwise  disguise  the  consideration,  then  an  amount  to 
be  fixed  by  appraisal  shall  be  added  as  a  part  of  the  consideration. 

Sec.  12.  In  cases  in  which  a  value  must  be  fixed  in  order  to  cal- 
culate the  tax,  the  appraisal  must  have  reference  to  the  ordinary  value 
of  the  land.    The  provision  of  section  8,  paragraph  3,  shall  apply. 

The  value  of  recurring  services  or  easements  diall  be  fixed  according 
to  the  provisions  of  the  Inheritance  Tax  Law. 

Sec.  13.  If  the  taxable  legal  act  shall  have  refoence  to  both  taxable 
and  tax-exempt  objects,  and  individual  prices  or  values  shall  not  be 
announced,  then  the  tax  authorities  shall  fix  the  part  of  the  total  sums 
ascribable  to  the  taxable  objects;  if  the  persons  obligated  to  pay  the 
tax  shall  not  within  a  prescribed  term  report  the  division  of  prices  or 
values.  If,  in  order  to  evade  the  tax,  incorrect  statements  shall  have 
been  made,  the  amount  is  to  be  fixed  by  valuation. 

The  same  shall  hold  for  the  division  of  the  total  amount  among 
several  taxable  objects. 

Sec.  14.  To  the  purchase  price  there  shall  be  added:  — 

1.  a  commission  for  the  acquisition  of  the  land  (unless  its  value 

takes  the  place  of  the  purchase  price)  of  four  per  cent  of  the 
purchase  price  and,  in  case  the  purchaser  shall  have  de- 
monstrably paid  a  higher  amount,  including  the  local  cus- 
tomary commission,  this  higher  amount; 

2.  in  case  the  land  shall  have  been  acquired  at  judicial  sale  at 

auction,  and  the  present  seller  was  at  the  time  of  the  forced 
sale  a  mortgagee,  the  demonstrable  amount  of  his  ddFaulted 
claims  up  to  the  value  which  the  land  had  at  the  time  of  the 
forced  sale  or,  if  the  value  shall  have  been  higher  at  the 
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time  of  the  registration  of  the  claims,  up  to  the  value  which 
it  had  at  that  time.  If  the  claims  were  incurred  in  a  legal 
transaction  involving  a  consideration,  they  shall  be  regarded 
to  the  amount  only  of  the  consideration.  If  they  shall  be 
based  upon  a  gift,  or  if  they  shall  have  been  registered  within 
a  shorter  time  than  six  months  before  the  beginning  of  the 
forced  sale,  then  the  claims  shall  be  held  valid  only  if  in  the 
circumstances  gift  or  registration  shall  not  have  been  in- 
tended as  means  of  escaping  the  tax; 

3.  expenditures  for  buildings,  alterations  in  buHdings,  and  for 

other  special  permanent  improvements,  including  such  as 
have  to  do  with  agriculture  and  forestry,  and  expenditures 
for  exploration  and  permanent  equipment  in  mining,  which 
have  been  made  within  the  time  to  which  the  tax  applies, 
and  do  not  refer  to  the  items  to  be  deducted  in  accordance 
with  section  10,  nor  serve  for  the  current  maintenance  of 
structures,  nor  for  the  current  utilisation  of  land,  so  far  as 
the  buildings  and  improvements  shall  still  exist.  Further 
there  shall  be  added  five  per  cent  of  the  calculable  value  of 
the  expenditures,  or  if  the  seller  is  a  builder  or  a  building 
wbrkmisn  and  has  himself  erected  the  buildings,  fifteen  per 
cent.  But  this  provision  shall  not  apply  if  the  builder  is  a 
company  within  the  meaning  of  the  commercial  code,  or  is 
an  association  not  composed  exclusively  of  building  con- 
tractors or  building  workmen.  Expenditures  covered  by 
insurance  when  devoted  to  the  restoration  of  buildings 
which  had  been  erected  before  the  time  included  in  the 
calculation  of  the  tax,  shall  not  be  regarded  as  expenditures 
in  the  sense  of  this  provision; 

4.  expenditures,  services,  and  contributions  for  road  construction, 

other  transportation  improvements  including  river  improve- 
ments [Kcmalinerung]  and  contributions  for  other  public 
improvements  rendered  without  due  compensation  and 
interest  payment,  so  far  as  the  expenditures,  services,  and 
contributions  shall  have  been  incurred  in  the  period  of  time 
for  which  the  tax  is  calculated.  For  every  complete  year 
of  this  period  after  the  dose  of  the  calendar  year  in  which 
the  expenditures  have  been  made  or  the  services  or  contri- 
butions rendered,  at  the  most  however  for  fifteen  years, 
four  per  cent  of  their  amounts  shall  be  added.  On  demand 
of  the  seller,  in  place  of  this  interest  addition,  there  may  be 
added,  conformably  to  the  provisions  of  seetion  16,  para- 
gmph  1,  number  1,  an  amount  not  exceeding  the  hi^est 
amount  there  indicated,  taking  into  account  also  the  ex- 
penditures defined  in  number  4,  or  an  amount  equal  to  the 
excess  sum  defined  in  paragraph  1,  number  2,  of  that  section. 

Sec.  15.  In  so  far  as  the  improvements  in  questicm  have  to  do  with 
moor,  swamp,  waste,  or  heath  land,  then  upon  demand  of  the  seller 
there  shall  be  added  to  the  purchase  price,  instead  of  the  expenditures 
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designated  in  section  14,  number  3,  the  increase  in  the  value  of  the 
land  based  on  its  product  [Erhi^ung  des  ErtragmcerU]. 

8bc.  16.  To  the  purchase  price  there  shall  be  added,  for  every  yeati 
of  the  period  for  which  the  tax  is  calculated:  — 

1.  two  and  one-half  per  cent  of  the  sum  total  of  the  purchase 

price  and  the  additions  according  to  section  14,  numbers  1 
to  3,  and  section  15,  so  far  as  the  sum  does  not  exceed  one 
hundred  marks  per  are  or  in  the  case  of  vineyards  three 
hundred  marks  per  are '; 

2.  in  the  case  of  unimproved  land,  two  per  cent,  in  the  case  of 

improved  land  one  and  one-half  per  cent  of  tiie  excess  above 
this  sum. 

If  the  period  for  which  the  tax  is  calculated  shall  not  exceed  five 
years,  the  additions  in  the  case  of  land  that  has  remained  unimproved 
ahall  be  reduced  to  one  half. 

The  addition  shall  be  reckoned  for  every  complete  calendar  year 
after  the  conclusion  of  the  year  in  which  the  tax  liabilities  accrued, 
or  in  which  the  expenditure  was  made,  or  the  buildings  or  remodeUings 
were  completed  for  use. 

Ssc.  17.  If  the  acquisition  of  the  land  shall  take  place  through  a 
legal  transaction  exempt  from  the  tax  (section  7),  the  increment  of 
value  shall  be  reckoned  from  the  price  of  the  land  at  the  time  of  the 
last  taxable  transaction. 

Whether,  within  the  meaning  of  this  provision,  legal  transactions 
shall  be  tax-exempt  or  taxable  shall  be  determined  according  to  the 
present  act  for  the  period  also  before  the  act  itself  takes  effect.  Legal 
transactions  of  the  kind  specified  in  section  5  shall  be  treated  as  tax- 
exempt  transfers  so  far  as  they  were  completed  before  January  1, 1911. 

When  the  last  taxable  legal  transaction  shall  have  taken  place  more 
than  forty  years  before  an  obligation  to  pay  a  tax  arose,  the  purchase 
price  shall  be  held  to  be  the  value  which  the  land  had  forty  years  before 
that  date,  unless  the  person  liable  for  the  tax  shall  prove  that  he  or 
his  legal  predecessor  paid  at  a  previous  purchase  a  higher  purchase 
price  (whether  taxable  or  tax  free). 

But  if  the  acquisition  from  the  date  of  which  the  increment  of  value 
is  to  be  reckoned  shall  have  taken  place  before  January  1,  1885,  there 
shall  be  substituted  for  the  purchase  price  of  the  land  the  value  wtd6li 
it  had  on  that  day,  unless  the  person  liable  for  the  tax  shall  prove  that 
he  or  his  1^^  predecessor  paid,  at  a  previous  purchase  (whether  taxa- 
ble or  tax  free),  a  higher  purchase  price. 

For  the  case  specified  in  paragraph  3  the  period  for  which  the  tax 
is  calculated  shall  be  the  forty-year  period;  for  the  case  spedfied  in 
paragraph  4  the  period  shall  be  reckoned  from  January  1,  1885. 

[Sbc.  18.  Ccmtains  a  special  proviaon  regarding  certain  lands 
within  the  military  bounds  of  fortresses.] 

*  The  art  [Ar]  Ig  100  aquan  metni  or  .034711  mtos. 
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[Sbc.  10.  Containfl  proYiflioiifl  on  land  affeoted  by  FJuihereinigung, 
Undegtrng,  and  the  like.    Cf .  Seetion  7,  paragrai>h  7.] 

Sec.  20.  If  the  taxable  legal  tranaaction  la  confined  to  a  part  of  a 
piece  of  land,  the  purchase  price  of  this  part  shall  be  calculated  accord- 
ing to  the  prc^iiortion  of  its  value  to  the  value  of  the  entire  piece  of 
land. 

Pennanent  and  uncompensated  relinquishment  of  pieces  of  land  for 
ways  of  communication,  or  for  public  or  charitable  ends,  shall  be  so 
rei^tfded  that  the  total  purchase  price  shall  be  distributed,  not  upon 
the  original  area,  but  up<m  the  area  remaining  after  the  relinquish- 
ment.   It  is  not  essential  th&t  a  transfer  of  title  shall  have  taken  place. 

If  parts  of  a  landed  estate  which  is  a  geographic  and  economic  unit 
shall  have  been  transferred  by  separate  1^^  acts  by  the  same  seller  or 
his  heirs  within  a  period  of  three  yean,  then  the  person  obligated  to 
pay  the  tax  shall  be  permitted  to  deduct  from  the  increment  of  value 
of  one  part  of  the  laiKi  a  loss  incurred  through  the  sale  of  other  parts. 
The  increment  tax  shall  be  due  for  each  of  the  transfers;  should  too 
large  a  tax  have  been  collected,  the  excess  shall  be  returned  after  the 
last  transfer. 

Sbc.  21.  When  part  of  a  property  is  sold,  only  those  expenditures 
(section  14,  numbers  3  and  4)  shall  be  added  which  affect  this  part 
exclusively  or  affect  it  in  common  with  other  parts.  In  the  latter 
case  the  ibddition  shall  be  reckoned  according  to  the  relation  in  which 
the  values  of  the  respective  parts  stood  to  each  other  at  the  time  of  the 
sale. 

Sbc.  22.  From  the  selling  price  there  shall  be  deducted: 

1.  costs  of  the  sale  and  conveyance,  including  the  commission 

customary  in  the  locality,  if  these  costs  have  demonstrably 
fallen  upon  the  previous  owner;  provided  that  the  selling 
price  of  the  land,  not  its  value,  is  the  basis  for  calculating 
the  tax; 

2.  upon  demand  of  the  seller,  that  amount  by  which,  during  the 

period  for  which  the  tax  is  calculated,  yet  not  for  more  than 
fifteen  consecutive  years,  the  yearly  income  of  the  land 
shall  have  been  demonstrably  less  than  three  per  cent  on 
the  purchase  price  including  the  additions  permitted  by 
section  14,  numbers  1  to  3.  If,  instead  of  the  purchase 
price,  its  value  at  a  date  later  than  the  time  of  the  acquisi- 
tion of  the  land  shall  be  the  basis  of  the  tax  (section  17, 
paragraphs  3  and  4),  the  three  per  cent  shall  be  reckoned 
not  upon  this  value  but  upon  the  purchase  price  which  the 
person  liable  for  the  tax,  or  his  legal  predecessor,  paid  at 
its  purchase  (whether  taxable  or  tax  free)  at  the  earlier  date. 

Sbc.  23.  To  the  selling  price  shaD  be  added  any  compensation  paid 
for  a  diminution  in  the  value  of  a  piece  of  land;  provided  that  the 
claim  for  such  compensation  has  arisen  since  January  1,  1911,  and  it 
is  proved  that  the  amount  has  not  been  expended  for  the  repair  or 
removal  [Re9eitig%mg\  of  the  damage  caused. 
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8bc.  24.  If  by  the  terms  of  the  contract  of  sale  the  oUigatioii  to 
pay  the  increment  tax  is  aaeumed  by  the  purchaser,  an  amount  equal 
to  the  tax  calcubtted  according  to  the  provisions  of  this  Act  shall  be 
added  to  the  selling  price,  and  the  tax  assessed  accordingly. 

Sec.  25.  In  the  case  of  the  taxable  conveyance  of  rights  in  a  piece 
of  land  held  in  joint  ownership  to  a  person  who  is  a  part  owner  or 
member  of  the  owning  company,  the  share  of  the  purchaser  shall  not 
be  considered  in  measuring  the  increment  of  values.  At  the  next  tax- 
able operation,  the  increment  of  value  in  the  share  of  the  purdiaser 
and  that  in  the  share  of  his  previous  associates,  which  have  accrued 
siDce  the  last  taxable  transaction  before  the  separation  of  own^shqi, 
shall  be  taxed  separately. 

Ssc.  26.  In  case  of  exchange  of  land  the  tax  shall  be  separately 
assessed  and  levied  for  each  item  of  land  exchanged. 

Sec.  27.  If  the  land  has  been  acquired  as  a  result  of  several  trans- 
fers from  the  former  owner  to  the  last  purchaser,  then  the  price  paid 
by  that  former  owner  shall  be  deemed  the  purchase  price,  and  the 
sum  total  of  the  amounts  by  which  the  price  of  the  land  has  increased 
between  each  of  the  succeeding  l^^al  transactions  shall  be  deemed  the 
increment  of  vahie.  The  same  shaD  hold  if,  before  the  transfer  to 
the  last  ptvchaser,  a  tax  has  become  due  under  section  5  of  this  Act; 
provided  that  the  sum  which  was  fixed  as  the  selling  price  for  the 
previous  assessment  shall  be  reckoned  the  purchase  price  for  the  trans- 
fer to  the  last  purchaser. 

Among  legal  transactions  within  the  meaning  of  paragraph  1,  shall 
be  included  transactions  of  the  kind  specified  in  section  5,  paragraph  3. 

Sec.  28.  The  tax  shall  be  (the  increment  being  calculated  with 
the  additions  and  subtractions  prescribed  in  §§  14-16,  21): — 
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The  tax  shall  be  redaced  by  one  per  cent  of  its  amount  for  every 
complete  year  of  the  period  for  which  it  Ib  calculated.  If  the  land  was 
acquired  before  January  1,  1900,  the  reduction  for  the  period  up  to 
January  1,  1911,  shall  be  one  and  one-half  per  cent  annually. 

Taxes  which  in  their  entirety  amount  to  less  than  twenty  marks 
shall  not  be  collected. 

Sec.  29.  liability  for  the  payment  of  the  increment  tax  shall  rest 
upon  the  person  who  owned  the  land  before  the  legal  transaction  from 
which  the  tax  arose.  When  the  tax  falls  upon  several  persons  th^ 
shaU  be  jointly  resp<maible. 

If  the  tax  cannot  be  collected  from  the  seller,  the  purchaser  shall  be 
responsible  for  the  tax  to  the  amount  of  two  per  cent  of  the  selling 
price.  This  provision  shall  not  apply  in  the  case  of  sale  at  auction. 
This  liability  shall  cease  when  the  seller  has  paid  or  guaranteed  a 
corresponding  amount. 

Sec.  30.  The  following  shall  be  exempt  from  the  tax  (section  29, 
paragraph  1):  — 

1.  the  sovereign  [der  LandetfUni  vnd  die  Lande$fiintin]; 

2.  the  imperial  government; 

3.  the  federal  states  and  the  communes  (communal  unions), 

in  the  case  of  land  owned  by  them  within  their  several  juris- 
dictions; 

4.  associations  of  all  kinds  which,  without  operating  for  profit, 

are  devoted  by  their  articles  to  internal  colonisation,  to 
the  settlement  of  workmen  on  the  land,  to  the  relief  from 
mortgage  debt  of  the  poorer  classes,  or  the  erection  of  dwell- 
ings for  them;  provided  that  they  divide  among  themselves 
not  more  than  ta  four  per  cent  return  upon  Uieir  capital 
invested  and  provided  also  that  they  do  not  grant  special 
advantages  in  a  different  form  to  their  members,  managers, 
or  other  participants  or,  in  the  case  of  the  withdrawal  of  a 
member,  or  dissolution,  do  not  return  more  than  the  par 
value  of  their  shares,  and  in  the  case  of  dissolution  devote 
any  surplus  to  the  above  stated  objects.  Whether  these 
conditions  of  exemption  exist,  shall  be  determined  by  the 
Bundesrat.  The  Bundesrat  shall  be  further  empowered  to 
grant  exemption  from  the  tax  to  such  associations  of  the 
aforesaid  khid  as  pay  at  most  a  five  per  cent  return  upon 
thdr  capital  invested. 

Ssc.  31.  Through  legislation  by  the  several  states  exceptions  from 
the  provisions  of  paragraph  1  of  section  30  may  be  made  in  favor  of 
the  communes  (communal  unions).  Wherever  such  statutory  pro- 
visions already  exist,  they  shall  remain  in  force. 

Sec.  32.  If  several  successive  legal  transactions  of  the  kind  specified 
in  section  5  precede  (section  27)  the  occurrence  of  the  liability  to  pay 
a  tax,  then  all  persons  who  take  part  as  sellers  in  any  one  of  these 
transacUons  shall  be  responsible  for  the  tax  jointly  and  severally 
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tbe  poncm  immediately  rMponnble.  In  the  obligations  of  the  paitio- 
qiaata  among  each  other  eaoh  seller  shall  be  liable  onty  to  the  amount 
for  which  he  would  be  liable  for  tax  if  the  transfer  had  taken  place  on 
the  basis  of  a  transaction  of  sale  concluded  by  him. 

If  the  taanble  legal  transaction  has  been  undertaken  with  the  col- 
laboration of  an  agent,  or  through  a  middleman,  with  an  agreetnent 
that  any  excess  of  the  price  above  a  stated  sum  shall  go  to  these  persons , 
then  there  shall  be  responsible,  for  the  part  of  the  tax  due  upon  this 
part  of  the  proceeds,  the  person  who  shall  receive  this  part,  jointly  aod 
severally  with  the  sella:. 

If  the  taxable  transaction  has  taken  place  before  this  Act  goes  into 
effect,  the  provisions  of  paragraphs  1  and  2  shall  not  af^ly. 

Sec.  33.  Any  person  who  is  liable  for  the  payment  of  a  tax  accord- 
ing to  the  providons  of  section  32,  paragraph  1,  may  propose,  within 
one  month  after  the  taxable  transaction  took  place,  the  calculation 
and  collection  of  the  tax  upon  the  increment  of  value  i^ch  has  accrued 
up  to  the  time  of  that  legal  transaction. 

Upon  the  next  levying  of  the  tax,  the  tax  shall  be  assessed  at  that 
rate  which  would  be  applicable  if  this  item  of  increment  value  were 
counted. 

8bc.  34.  If,  in  the  case  noted  in  section  5,  the  legal  transaction 
involving  tax  liability  is  void  or  revoked,  the  tax  shall  upon  implication 
be  remitted,  under  such  regulations  as  the  Bundesrat  shall  prescribe. 
The  same  shall  hold  if  the  legal  transaction  has  been  annulled  or  the 
property  has  been  returned  to  its  previous  owner,  because  of  fulure 
to  fulfil  the  conditions  of  the  contract.  Further,  in  case  of  a  reduction 
of  the  price  according  to  secticms  469  and  460  of  the  civil  code,  the 
selling  price  shall  be  correspondingly  reduced  and  the  tax  correspond- 
ingly refunded. 

If  the  land  is  transferred  back  to  its  previous  owner,  the  tax  may  be 
abated,  under  regulations  to  be  prescribed  by  the  Bundesrat.  The 
tax  must  be  abated  if  such  a  transfer  takes  place  within  two  years 
after  the  sale. 

If  the  tax  is  abated,  no  sale  within  the  meaning  of  this  Act  shall  be 
considered  to  have  taken  place. 

8bc.  35.  The  administration  and  collection  of  the  increment  tax 
shall  be  in  the  hands  of  the  federal  state  in  which  the  land  is  situated. 

The  administration  of  the  increment  tax  shall  be  through  offices 
selected  by  the  government  of  the  state. 

[Sbc.  36.  Regulates  certain  administrative  relations  between  imperial 
and  local  authorities.] 

Sec.  37.  Every  taxable  transaction,  and,  in  so  far  as  an  increase 
of  price  takes  place,  every  transaction  of  the  land  specified  in  section 
5,  shall  be  announced  within  a  term  of  one  month  to  the  appropriate 
tax  authority  (secticm  35,  paragraph  2).  The  obligation  to  do  this 
shall  rest  upon  the  seller  and  upon  the  purchaser.    If  there  are  several 
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•eUeiB  or  purehasen  the  obligation  ahall  rest  upon  each  of  them.  It 
ahall  apply  aimilarly  to  their  legal  repreaentativea. 

The  term  ahall  begin  at  the  time  in  which  the  person  liable  first 
learns  of  the  taxable  transaction  or  of  the  legal  transaction. 

An  announcement  shall  not  be  necessary  if,  before  the  lapse  of  the 
term,  declaration  ^  or  registration  shall  have  taken  place. 

If  several  persons  are  obligated  to  make  the  announcement,  then 
an  announcement  made  by  one  of  them  shall  fulfil  the  obligation  of 
the  rest. 

Sec.  38.  Information  shall  be  communicated  to  the  tax  authorities, 
according  to  detailed  regulations  to  be  made  by  the  Bundesrat  by  the 
following:  — 

1.  the  registries  of  deeds  jftrw/ydbvuhOmUr]  concerning  the  re- 

cording of  transfers  of  property  in  land  in  the  registry; 

2.  the   registry   courts  and  authorities  [RagiUerberichU   und — 

bdidrden]  concerning  entries  subject  to  their  jurisdiction; 

3.  in  general  the  authorities  and  officials  of  the  empire,  states, 

Bjod  communes,  including  notaries, 
(a)  concerning  all  legal  transactions  attested  by  them  which 

have  to  do  with  the  transfer  of  property  in  land  situated 

within  the  country  or  which  have  to  do  with  the  legal 

transactions  designated  in  section  5; 
(h)  concerning  all  cases  of  the  collection  of  a  tax  on  the  basis 

of  schedule  11  of  the  imperial  stamp  act. 

The  state  governments  shall  be  authorised  to  extend,  in  agreement 
with  the  imperial  chancellor,  the  obligation  to  supply  information  to 
other  bodies  than  those  named  in  paragraphs  1  and  2. 

Sec.  39.  Upon  demand  of  the  tax  authority,  and  within  a  suitable 
period  of  time  to  be  named  by  that  authority,  the  seller  obligated  by 
section  37  to  make  an  announcement  shaD  make  an  increment  tax 
declaration,  setting  forth  the  circumstances  to  be  taken  into  account 
in  fixing  tax  liabilities  and  the  amount  of  the  tax. 

The  tax  declaration  shall  be  submitted  with  the  affirmation  that  the 
statements  are  correct  to  the  best  knowledge  and  belief  of  the  declarer. 

Sec.  40.  If  the  tax  authority  is  in  doubt  whether  to  accept  as  correct 
the  statements  in  the  tax  declaration,  it  shall  inform  the  person  to  be 
taxed  of  the  points  objected  to,  naming  a  suitable  period  for  counter- 
declaration.  If  no  counter-dedaration  ensues  within  the  time  estab- 
lished, or  if  the  negotiations  do  not  lead  to  an  agreement,  the  tax 
authority  shall  be  authorised,  as  further  to  be  provided  by  the  state 
government,  to  undertake  itself  the  necessary  inquiries  and  to  collect 
the  tax  accordingly. 

The  costs  of  ^e  inquiries  shall  be  paid  by  the  person  obligated  to 
pay  the  tax,  if  they  lead  to  the  final  fixing  of  a  tax  which  exceeds,  by 
more  than  one  third,  the  tax  amount  based  on  his  statements. 

*  AuMa§am$t§:  aJointdedarallonbytbeiMtftlMlMforaaooaii. 
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8bc.  41.  The  authoritieB,  officiab,  and  notanes  shall  lender  every 
aid  to  the  tax  authoritieB  for  the  asoertainment  of  the  tax,  and  espe- 
daliy  shall  grant  upon  demand  an  examination  of  piooeedingB  which 
bear  on  the  assessment  of  the  tax. 

Sec.  42.  Persons  who  as  sdlers  or  purchasen  or  as  representatiyes 
of  one  of  these  take  part  in  the  taxable  legal  procedure,  shaU  be  re- 
quired, upon  demand  of  the  tax  authorities,  to  supply  infonnatioo 
oonoeming  the  facts  which  are  significant  for  the  assessment  of  the 
tax,  and  to  submit  whatever  documents  are  in  their  poasession  pertaining 
to  the  assessment. 

The  same  shall  hold  of  persons  who  participated  in  previous  taxable 
transactions. 

Sbc.  43.  When  the  increment  tax  shall  have  beoi  calculated,  the 
tax  authorities  shall  present  a  statement  indicating  iRdiat  person  is 
obligated  to  pay  the  tax,  the  amount  of  the  increment  tax,  the  bases 
upon  which  it  has  been  calculated,  and  the  points  in  which  these  differ 
from  the  tax  declaration.  The  statement  shall  further  indicate  the 
pennissible  legal  means  of  redress,  the  length  of  lime  in  which  these 
may  be  resorted  to,  and  the  authorities  to  whom  they  must  be  pre- 
sented; and  it  shall  contsin  a  notice  demanding  the  payment  oi  the 
tax  within  an  interval  of  time  to  be  determined.  The  interval  shall 
amount  to  at  least  one  month. 

[Sec.  44-47.  Regulate  the  details  ot  protests  and  i^peals  by  persons 
who  believe  themselves  wrongfully  assessed  for  increment  taxes.] 

Sbc.  48.  In  cases  in  which  the  immediate  coUection  of  the  tax  would 
entail  considerable  hardship  [erhebliche  Hdrten],  a  delay  shall  be  granted, 
with  sureties  if  needful,  under  regulations  to  be  made  by  the  Bundesrat ; 
payment  by  instalments  may  also  be  permitted.  The  permisBioa 
may  be  withdrawn  in  so  far  as  the  conditions  for  granting  it  have  ceased. 

Sbc.  49.  If  the  person  liable  to  pay  the  tax  is  a  German,  the  forced 
sale  of  his  land  at  auction,  to  collect  the  tax,  may  not  take  place  with* 
out  his  consent. 

Sbc.  50.  Failure  to  comply  with  the  obligation  to  make  the  incre- 
ment tax  announcement  or  declaration  (sections  37,  39)  is  subject  to 
a  fine  not  exceeding  four  times  the  amount  Of  the  tax. 

The  same  penalty  shall  apply  to  whoever  knowingly  makes  incor- 
rect statements  such  as  might  lead  to  a  lessening  of  the  tax. 

The  penalty  shall  not  be  implied,  however,  if  the  person  makes  good 
of  his  own  accord  his  failure  to  fulfil  the  obligation  mmtioned  in 
paragraph  1,  or  corrects  his  statements,  before  notification  that  the 
penalty  has  been  imposed  or  before  an  investigation  has  been  begun 
against  him. 

Sbc.  51.  If  it  shall  appear  that  the  punctual  fulfilment  of  the  oUi- 
gation  shall  not  have  been  neglected  with  intent  to  defraud  the  incre- 
ment tax,  or  that  the  inoorreet  statements  have  not  been  made  with 
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this  purpoee,  there  riiall  be  substituted  for  the  fine  provided  in  section 
00  a  fine  [Ordmmffutrafe]  not  exceeding  600  marks. 

For  aiher  violations  of  the  provisions  of  this  law  than  those  stated 
in  section  fiO  and  in  paragiraph  1,  of  this  section,  or  for  violations  of 
the  regulations  made  for  its  execution,  there  shall  be  imposed  a  fine 
not  exceeding  150  marics. 

Sec.  52.  The  collection  of  the  increment  tax  shall  take  place  irre- 
spective of  fines  and  penalties. 

[Ssc.  53-54.  Regulate  the  collection  of  fines  from  partnerships  and 
stock  companies,  and  other  penal  details.] 

In  the  case  of  partnerships,  associations,  and  stock  companies,  the 
fine  shedl  be  levied  upon  the  authorised  representatives  of  the  com- 
panies as  a  single  amount,  in  the  case  of  limited  liability  companies 
against  their  managers,  in  the  case  of  oo6perative  associations,  stock 
companies,  and  other  associations  having  a  legal  personality,  against 
the  members  of  the  directorate;  but  every  person,  tho  jointly 
liable,  shall  be  liable  in  full.  A  similar  procedure  shall  be  foUowed 
in  other  cases  in  which  several  persons  have  become  liable  to  punish- 
ment jointly  or  as  representatives  of  a  party. 

The  provision  of  paragraph  2,  sentence  1,  shall  have  due  application 
to  the  relation  of  a  principal  to  an  agent,  who  in  his  representative 
capacity,  in  the  name  of  his  principal,  shall  undertake  a  transaction 
involving  punishment  for  \'io]ation  of  the  law. 

Sec.  55.  A  commutation  of  a  fine  which  cannot  be  collected  into 
a  prison  sentence  shall  not  be  allowed.  Nor,  if  the  convicted  person 
18  a  Gennan,  shall  his  land  be  Aold  at  forced  auction  without  his  consent. 


Sec.  56.  The  administrative  procedure  in  increment  tax  cases  — 
apart  from  procedure  for  redress  and  punishment  —  shall  be  free  of 
costs,  of  fee,  and  of  stamp  dues,  so  far  as  not  otherwise  provided  in 
sections  40,  paragraph  2,  ajod  47,  paragraph  2. 

Sec.  57.  The  riajbt  to  an  increment  tax  shall  lapse  after  ten  yean. 
The  term  shall  begin  with  the  close  of  the  year  in  which  the  right  to 
the  tax  set  in;  in  the  case  of  sureties  (section  48),  not  before  the  end 
of  the  year  in  which  the  security  expires. 

Sec.  58.  Of  the  yield  of  the  increment  tax  the  Empire  shall  retain 
fifty  per  cent.  An  additional  ten  per  cent,  so  far  as  state  legislation 
does  not  otherwise  provide,  shall  go  to  the  federal  states  as  compen- 
sation for  the  administration  and  collection  of  the  tax.  Forty  per 
cent  shall  go  to  the  communes  or  communal  unions  in  whose  jurisdic- 
tion the  land  is  situated.  [Furthw  paragraphs  provide  for  cases  of 
conflict  between  communes  and  communal  unions.] 

Sec.  59.  With  the  pennission  of  the  state  governments  the  com- 
munes (communal  unions)  shall  be  authorised  to  provide  by  ordinance^ 
in  addition  to  the  share  of  the  tax  which  according  to  section  58  goes 
to  them,  for  the  levy  of  supplements  upon  their  own  account. 
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The  sttpplementfl  shall  be  reekoned  in  peroentiud  parte;  in  no  ease 
flhall  they  exceed  one  hundred  per  cent  of  the  amount  going  to  the 
oonununes.  The  additionB  may  be  varied  aeooiding  to  the  different 
kinds  of  land  and  according  to  the  length  of  the  period  for  wiiieh  the 
tax  is  levied. 

The  imperial  tax  and  the  supplemento  shall  together  not  exceed 
thirty  per  cent  of  the  increment. 

Sbc.  60.  If  in  conmkunes  (communal  unions)  where  an  increment 
tax  has  been  enacted  before  April  1,  1909,  and  has  come  into  force 
before  Januaiy  1,  1911,  the  share  of  the  increment  tax  defined  in  sec- 
tion 58  shall  not  reach  the  average  yearly  amount  yielded  undo:  the 
levy  [SaUvng]  fixed  before  April  1,  1909,  then  up  to  April  1, 1915,  the 
difference  shaD  be  deducted  from  the  share  falling  to  the  Ehnpire  and 
added  to  the  share  falling  to  the  communes  (communal  unions);  fA 
the  remaining  amount  five-sixths  shall  fall  to  the  Empire,  and  one- 
sixth  to  the  federal  state.  The  same  shall  hold  for  communes  (com- 
munal unions)  in  which  the  levy  fixed  before  Januaiy  1,  1911,  shall 
have  had  retroactive  effect  for  a  period  before  April  1, 1909. 

Instead  of  the  payment  of  this  difference,  the  previous  levy  may 
upon  application  (subject  to  regulations  of  the  Imperial  Chancellor) 
remain  in  effect  for  the  indicated  period  of  time,  in  phtce  of  the  pre- 
scriptions of  this  law;  in  such  way  that  the  communes  (communal 
unions)  shall  receive  an  amount  equal  to  the  average  amount  yiekled 
before  April  1, 1911,  and  any  excess  shall  go  to  the  Empire. 

The  determination  of  the  average  yield  shall  be  made  by  the  Bun- 
desrat. 

Sbc.  61.  For  those  parte  of  a  federal  state  in  fHiich  no  s^Mtfate 
communal  organisation  existe,  the  provisions  of  section  58  to  60,  in- 
tended for  communes,  shall  apply  to  the  federal  state. 

The  provisions  of  section  60  shall  apply  to  the  federal  states,  the 
state  law  taking  the  place  of  communal  ordinance. 

Sbc.  62.  The  obligation  to  pay  a  tax  under  this  act  shall  9ip^  to 
legal  transactions  which  take  place  between  December  31,  1910,  and 
the  time  in  which  this  law  goes  into  effect.  The  provisions  of  section 
29,  paragraphs  2  and  3,  shall  not  apply. 

llie  day  upon  which  this  law  goes  into  effect  shall  be  the  date  when 
obligation  to  pay  a  tax  and  obligation  to  make  announcement  begin 
(section  37). 

If  in  accordance  with  the  provisions  annulled  in  section  72,  para- 
gn4>h  2,  on  and  after  January  1,  1911,  an  increment  tax  has  already 
been  collected,  it  will  be  returned  to  the  tax-stayer,  or,  in  so  far  as  an 
increment  tax  is  to  be  collected  on  the  same  legal  transaction  accord- 
ing to  this  Act,  the  amount  paid  shall  be  allowed  for. 


Sbc.  63.  No  tax  shall  be  levied  under  this  Act  if  the  deed  or  other 
document  concerning  the  transfer  of  property  shall,  before  January 
1, 1911,  have  been  dnwn  up  in  publicly  attested  form  or  handed  in  to 
a  public  authority. 
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8sc.  64.  If  a  taiable  tmurfer  oonoeraui  land  which  has  been  ac- 
quired after  March  31, 1905,  by  stock  companies  and  the  like  associa- 
tions described  in  section  8,  then,  in  the  case  of  purchases  which  shall 
have  taken  place  before  January  1,  1911,  there  shall  be  substituted 
for  the  purchase  price  the  value  of  the  land,  in  so  far  as  this  is  inferior 
to  the  stated  purchase  price  by  more  than  25  per  cent  and  in  so  far  as 
it  shall  not  appear  that  the  higher  amount  of  the  purchase  price  was 
intended  to  evade  the  tax. 

[Sec.  65.  Contains  transitional  provisions  for  the  cases  dealt  with 
in  section  7,  paragraphs  3,  4.] 

[Sbc.  66.  Authorises  the  Bundesrat  to  make  certain  administrative 
and  supplementary  regulations,  which  are  subject  to  veto  by  the 
Reichstag.] 

[Sbc.  67-71.  Make  amendments  to  the  imperial  stamp  tax  legisla- 
tion designed  to  bring  about  consistency  between  the  taxes  under  that 
legislation  and  the  new  increment  tax.  Among  them  is  a  provision 
(in  section  69)  by  which  the  rates  of  stamp  taxation  are  to  be  revised 
in  case  the  imperial  revenue  from  the  increment  tax  exceeds,  on  a  three- 
year  average,  the  sum  of  25  million  marks.  The  taxes  on  entailed 
properties,  levied  in  substitution  for  stamp  taxes,  are  abo  amended.] 

Sec.  72.  This  act  shall  go  into  effect  on  April  1,  1911. 

The  statutes  of  the  states  and  the  ordinances  of  communes  and 
communal  unions  which  have  to  do  with  the  taxation  of  the  increment 
in  the  case  of  sales  of  land,  shall  be  null  and  void  on  and  after  Januaiy 
1,  1911,  except  so  far  as  they  are  maintained  under  section  60.  Legal 
transactions  begun  before  January  1, 1911,  and  the  cases  of  the  trans- 
fer of  property  mentioned  in  section  63,  shall  still  be  subject  to  the 
increment  tax  acowding  to  these  statutes  and  ordinances,  if  the  pro- 
cedure for  the  determination  of  the  tax  is  ccmduded  only  after  the 
present  law  goes  into  operation. 
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With  the  issue  for  August,  1911,  the  Journal  completes 
a  quarter  century  of  publication.  An  index  to  the  twenty- 
five  volumes  is  herewith  offered.  Tl^th  the  completion 
of  the  tenth  volume,  an  index  was  also  published;  the  present 
index,  however,  covers  the  entire  series. 

Two  finding  lists  are  given.  The  first  is  an  alphabetical 
author-index,  enabling  the  papers  of  each  contributor  to 
be  found  at  once.  The  second  is  by  subjects,  not  by 
authors,  and  is  arranged  under  a  number  of  heads  and  sub- 
heads, as  shown  in  detail  below.  Under  the  several  heads 
the  articles  are  arranged  not  by  authors,  but  chronologically. 
It  is  believed  that  convenience  is  secured  by  bringing 
together  all  the  papers  on  a  given  topic;  the  lists  constitute 
in  some  sort  a  bibliography  on  the  different  subjects.  The 
chronological  arrangement  gives  some  indication  of  the 
course  of  development  in  economic  thought.  Minor  notes 
of  only  temporary  interest  have  not  been  included  in  either 
index;  but  other  notes  have  been  included,  and,  when  un- 
signed, have  been  supplied  as  far  as  possible  with  the 
names  of  their  ¥niters. 

The  editors  feel  satisfaction  and  some  pride  in  the  present 
conspectus.  The  contributions  published  in  these  columns, 
especially  as  they  are  brought  together  in  the  subject-index, 
show  how  considerable  a  part  has  been  played  by  the 
Journal  in  promoting  the  progress  of  economic  science.  Its 
aim  throughout  has  been  to  appeal  primarily  to  well-informed 
readers;  to  publish  papers  that  promised  to  advance  the 
science,  however  abstruse  and  however  likely  to  be  of  inter- 
est at  the  moment  for  only  a  small  circle;  to  allow  inves- 
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tigators  all  the  space  needed  for  stating  the  results  of 
comprehensive  inquiries;  to  welcome  contributions  from 
every  school  of  thought;  and,  tho  making  no  pretense  of 
being  a  questions-of-the-day  periodical,  to  offer  well-con- 
sidered articles  on  current  topics.  The  subscription  list  of 
the  Journal  indicates  that  its  policy  has  the  approval  of  those 
interested  in  the  serious  problems  of  economics.  Tho  neces- 
sarily limited  in  numbers,  the  subscription  list  is  select  in 
quality,  and  includes  distinguished  names  in  every  civilised 
country  on  the  globe. 

The  same  policy  will  be  followed  in  the  future  as  has 
been  followed  in  the  past;  and  the  Journal  bespeaks  the 
continued  support  both  of  its  readers  and  of  its  contributors. 
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